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PROGRAM OF THE FIFTIETH ANNUAL MEETING 


With the exception of the first session, which is devoted to Marxian economics, the 
program, joint with the American Statistical Association, is centered on the general topic 
of the influence of various factors upon fluctuations of investment or the means by which 
the rate of investment may be rendered more stable. The presidential addresses of Pro- 
fessor Sprague, on “The Recovery Problem in the United States,’ and Dr. Burgess, on “The 
Statistical Equivalent of Gold,’ serve to introduce the subject in its broader aspects. The six 
main papers following these addresses deal more particularly with special factors; namely, 
rate of interest, the security market, price policies, fiscal policies, consumption and wage 
policies. Following the main papers are found summaries of a series of round-table discus- 
sions treating special aspects of the main topics presented in the papers. 

It was thought that the plan to concentrate the entire session upon one single topic 
ramifying into many special fields would give a unity to the program and provide an 
opportunity for developing intensively an important and practical economic problem. 

THE PROGRAM COMMITTEE 
TuEsDAY, December 28, 1937 
2:00 P.M. 
1. Significance of Marxian Economics 
Chairman: Emil Lederer, New School for Social Research 
Papers: Wassily Leontief, Harvard University; Leo Rogin, University of 
California 
Discussion: John Ise, University of Kansas; Joseph J. Spengler, Duke Uni- 
versity 
5:00 p.M. Meeting of the Executive Committee 
8:00 P.M. Presidential Addresses (joint meeting with the American Statistical As- 
sociation ) 
Chairman: Davis R. Dewey, Massachusetts Institute of Technology 
Papers: Oliver M. W. Sprague," American Economic Association; W. Ran- 
dolph Burgess,’ American Statistical Association 


WEDNESDAY, December 29, 1937 
9:00 A.M. Business Meeting (Reports of Officers and Committees, etc.) 
10:00 A.M. 
1. The Influence of Various Factors upon Fluctuations of Investment (joint 
meeting with the American Statistical Association) 
Chairman: Sumner H. Slichter, Harvard University 
Papers: Richard M. Bissell, Jr., Yale University; Kemper Simpson, formerly 
with the Securities and Exchange Commission; Corwin D. Edwards, Fed- 
eral Trade Commission 
2:30 P.M. 
1. General Interest Theory (joint round table with the American Statistical 
Association ) 
Chairman: Bernard F. Haley, Stanford University 
Discussion: Paul T. Ellsworth, University of Cincinnati; Arthur W. Marget, 
University of Minnesota; Max F. Millikan,’ Yale University; Walter A. 
Morton, University of Wisconsin 
. Rate of Interest (joint round table’ with the American Statistical Associa- 
tion) 
Chairman: Winfield W. Riefler, Princeton University 
Discussion: John B. Canning, Stanford University; J. Franklin Ebersole, 
Harvard University; Harry White, United States Treasury Department; 
Fred R. Macaulay, National Bureau of Economic Research 
3. Security Regulation (joint round table with the American Statistical Associa- 
tion) 
Chairman: Ray B. Westerfield, Yale University 
Discussion: Karl R. Bopp, University of Missouri; Fritz Machlup, University 
of Buffalo; Raymond W. Goldschmidt, Securities and Exchange Commis- 
sion; Carl E. Parry, Board of Governors of the Federal Reserve System; 
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_ To be published in the March, 1938, issue of the American Economic Review. 
To be published by the American Statistical Association. 


. *To be published, in revised form, in the June, 1938, issue of the American Economic 
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B. Garver, University of Minnesota 
Seid] National Resources Committee; Lloyd G. Rey- 
ersity; Frank M. Boddy, University of Minnesota; 
General Motors Corporation 
Their Treatment in Income Measurement and 
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y, Price, Waterhouse and Company 
University of Cincinnati; William W. Hewett, 
n ti; Robert M. Haig, Columbia University; Harold 
M. rsity of Wisconsin; Henry C. Simons, University of 
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jaig, Columbia University 
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Berridge, Metropolitan Life Insurance Company 
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‘ purpose of the American Economic Associ- 
ation, according to its charter, is the encourage- 
ment of economic research, the issue of publications 
on economic subjects, and the encouragement of perfect 
freedom of economic discussion. The Association as 
such takes no partisan attitude, nor does it commit its 
members to any position on practical economic ques- 
tions. It is the organ of no party, sect, or institution. 
Persons of all shades of economic opinion are found 
among its members, and widely different issues are 
given a hearing in its annual meetings and through its 
publications. The Association, therefore, assumes no 
responsibility for the opinions expressed by those who 


participate in its meetings. 


JAMES WASHINGTON BELL 


Secretary 
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THE SIGNIFICANCE OF MARXIAN ECONOMICS FOR 
PRESENT-DAY ECONOMIC THEORY 


By WassiLy LEONTIEF 
Harvard University 


The subject of this discussion can be conveniently approached under 
three separate headings. First, I will say a few words about the significance 
of Marxian economics for the modern theory of value. Next, I propose to 
to advance toward the frontier line of contemporary theoretical discussion— 
the problems of business cycles and of progressive economy in general. I 
shall conclude this survey by raising certain issues connected with the 
methodological aspect of Marxian economics. 

The modern theory of prices does not owe anything to the Marxian 
version of the classical labor theory of value nor can it in my opinion profit 
from any attempts towards reconciliation or mediation between the two 
types of approach. A number of economists who consider themselves as 
belonging to the Marxist school of thought have taken a similar stand, so 
that in stressing this point further I could be rightfully accused of trying 
to break into an open door. 

There exists, however, in the value controversy one point which ap- 
parently did not attract sufficient attention. In the very first pages of the 
first volume of Capital, Marx raised against the “vulgar” (I guess he 
would call them today “orthodox” or “‘neo-classical’”’) economists the ac- 
cusation of ‘‘fetishism.” Instead of looking for the ultimate deep-lying price- 
determinants, they operate, according to Marx, with superficial, imaginary 
concepts of supply and demand, money costs, etc., all of which refer to 
purely fictitious relations. Although these subjective concepts acquire in the 
mind of acting economic individuals the quality of independent, tyrannically 
dominating forces, actually they are nothing but the products of deliberate 
actions of the same individuals. 

This typically Hegelian observation is strikingly correct. Is, however, 
the theoretical conclusion which Marx seems to draw from it actually 
justified? If it were, his criticism would indict modern price theory even 
in a greater degree than any of the theories of his contemporaries, John 
Stuart Mill, Senior, or Malthus. 

Is not it a pure and simple fetishism to construct a theory of duopoly in 
terms of evaluation by Mr. Jones of Mr. Smith’s expectations concerning 
Mr. Robinson’s probable actions? 

The procedure of the modern value theory comprises two clearly sepa- 
table and fundamentally different types of analysis. First, it considers the 
behavior of individual entrepreneurs and householders in terms of their 
own economic motivations and explains this behavior in terms of their 
own notions—in terms of individual demand schedules as they appear to 


d 
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them, of the monet st curves as they appear to them, and so on. Next, 
the modern the vs how the actions of these individuals determine 
independently of their rational will and, using the famous Marxian ex- 
pression, “behind their consciousness,” the shape and position of the very 
same imaginary 1 and cost curve. 

In the first stage of his analysis, the modern theorist simply reproduces 
the rational considerations of entrepreneurs engaged in the business of 
maximizing their profits, and describes the reactions of consumers seeking 
the best possible satisfactions of their wants. In principle, at least, each 
individual knows this part of economic theory and acts accordingly. For 
the theorist, it wv | be inadmissible to introduce at this stage of his 
analysis any other concepts but those which dominate the mind of actual 
producers and con rs. He explains their actions in terms of their own 
beliefs and fetish« 

The opposite is true of the second part of economic theory, which could 
be called the theory of external interdependence. Here we analyze certain 
objective repercussions of individual economic activities entirely independ- 
ently of the subjective attitude of the individual actors. As a matter of fact, 
and this has been repeatedly pointed out, a large part of theoretical analysis 
at this stage of argument is based on the assumption that the economic 
individuals conc ignorant of any such objective repercussions of 
their own activit if they were to taste the apple of knowledge their 
behavior would | ndamentally different and our theoretical system 
would turn false tl ry moment it became the property of manufacturers, 
workers, or consul! 

At this level of t rgument, the theorist actually removes the veil of 
subjective appeara und, instead of interpreting actions of economic 
individuals in terms of subjective motivations and beliefs, he explains these 
very beliefs and moti s in terms of objective actions and reactions. 

What did Marx mean exactly in accusing the bourgeois economist of 
fetishism? If he simply wanted to intimate that the second stage of theoret- 
ical explanation co! ted a necessary complement to the first, the modern 
theorist will heartily agree with him and point to the Walrasian theory 
of general equilibs the recently developed theory of monopolistic 
competition as tv tanding examples of this type of analysis. It must 
have been the gu: ingel of Marx, the prophet, who made some of 
the modern theorists introduce expectations, anticipations, and various other 
ex ante concepts, tl tifying ex post some of the most vitriolic pages 
of the first volume of Capital. But I prefer to let these modern theorists 
settle their own account with Marx. 

Should, however, the Marxian theory of fetishism be understood as a 
forthright condemnation of the first stage of our theoretical analysis—the 
stage which deals with conscious reactions of individual entrepreneurs 
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and householders—his objection must simply be turned down as funda- 
mentally erroneous. 

Unlike the modern theory of prices the present-day business cycle analysis 
is clearly indebted to Marxian economics. Without raising the question of 
priority it would hardly be an exaggeration to say that the three volumes of 
Capital helped more than any other single work to bring the whole problem 
into the forefront of economic discussion. 

It is rather difficult to say how much Marx actually contributed to the 
solution of the problem. After years of intensive controversy, there is still 
no solution. I expect that this statement will not elicit any open contradiction, 
although I do not remember having read or heard a business cycle theorist 
admit that he was unable to solve this or that problem; the nearest he comes 
to such an admission is when he declares that the particular problem is 
insolvable, which implies that not only he but that also no one else will 
be able to solve it. 

The two principal variants of the Marxian explanation of business cycles, 
or rather “economic crises,” are well known. One is the theory of under- 
investment based on the famous law of the falling rate of profits, the 
other is the theory of underconsumption. Both might contain some grain 
of truth. Which business cycle theory does not? 

Scanning the pages of Marxian writings it is easy to find numerous 
hints and suggestions which can be interpreted as anticipating any and 
every of the modern theoretical constructions. Here is a curious example 


of this kind—an excerpt from a letter to Friedrich Engels, dated May 31, 
1875: 


I communicated to Moor a story (Geschichte) with which I wrangled privately for a 
long time. He thinks, however, that the problem is insolvable or at least insolvable at the 
present time because it involves many factors which must be yet determined. The issue 
is the following one: You know the tables representing prices, discount rates, etc., in the 
form of zigzags fluctuating up and down. I have tried repeatedly to compute these “ups 
and downs” [the English expression is used by Marx}—for the purpose of business cycle 
analysis—as irregular curves and thus to calculate the principal laws of economic crises 


mathematically. I still believe that the task can be accomplished on the basis of a critically 
sifted statistical material. 


Thus it appears that toward the end of his life Marx actually anticipated 
the statistical, mathematical approach to the business cycle analysis. An 
approach which, incidentally, only recently was declared by an authoritative 
Soviet Russian textbook on mathematical statistics to be nothing else but 


an insidious invention of the Intelligence Division of the French General 
Staff. 


The significance of Marxian economics for the modern business cycle 
theory lies, however, not in such indecisive direct attempts toward the final 
solution of the problem but rather in the preparatory work contained mainly 
in the second and partly in the third volume of Capital. I have in mind 
the famous Marxian schemes of capital reproduction. 
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to the final theoretical solution might be, an 
) say explanation, of economic fluctuations must 
. theoretical model revealing the fundamental 
the existing economic system. In this field the 

f post-Marxian economics are rather uncertain. On 
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fusion even in the discussion of a relatively simple theoretical problem, it 
is bound to raise havoc with the incomparably more complicated analysis 
of cyclical business fluctuations. 

Marx successfully combated the B6hm-Bawerkian point of view in at- 
tacking the contemporary théorie des débouches of Jean Baptiste Say. He 
also developed the fundamental scheme describing the interrelation between 
consumer and capital goods industries. Far from being the ultimo ratio of 
this line of analysis, the Marxian scheme still constitutes one of the few 
propositions concerning which there seems to exist a tolerable agreement 
among the majority of business cycle theories. It is interesting to note in 
this connection that even Professor Hayek, as can be seen from his recent 
articles, is busy reconstructing his own triangular investment diagram. One 
does not need to be a prophet to predict that sooner or later he will present 
to us a circular arrangement of the orthodox Marxian type. 

The controversy which thus seems to be drawing toward a happy ending 
has incidentally put both disputing parties into a rather paradoxical situa- 
tion. The dean of the bourgeois economists insisted(on theoretical reduction 
of all capital goods to pure labor; he was opposed byxthe formidable pro- 
ponent of the labor theory of value in the rdle of a defélfdér of the inde- 
pendent, primary function of fixed capital. 

However important these technical contributions to the progress of 
economic theory, in the present-day appraisal of Marxian achievements they 
are overshadowed by his brilliant analysis of the long-run tendencies of 
the capitalistic system. The record is indeed impressive: increasing con- 
centration of wealth, rapid elimination of small and medium sized enter- 
prise, progressive limitation of competition, incessant technological prog- 
tess accompanied by the ever growing importance of fixed capital, and, 
last but not least, the undiminishing amplitude of recurrent business 
cycles—an unsurpassed series of prognostications fulfilled, against which 
modern economic theory with all its refinements has little to show indeed. 

What significance has this list of successful anticipations for modern 
economic theory? Those who believe that Marx has said the last word 
on the subject invite us to quit. The attitude of other somewhat less opti- 
mistic—or should I say pessimistic—critics is well expressed by Professor 
Heimann: “Marx’s work remains by far the most comprehensive and im- 
pressive model of what we have to do.” The whole issue of the significance 
of Marxian economics for modern theory is thus transformed into a 
methodological question. 

I enter this higher plane of discussion with feelings of considerable 
teluctance and serious apprehension. Not that Marx and his followers 
Were sparse in their contributions to controversial methodological ques- 
tions; on the contrary, it is rather the overabundance of contradictory and, 
at the same time, not very specific advice that makes it so difficult to find 


an 
st 
al 
he | 
In @ 

n 

ty 7 

it 
he 
of 
ant 
lf, 

al 
ack 
put 
ple & 
uc 
his 
uch 
ion 
the 
or” 
tor, 
res 
hay 
yuld 
wise 
ers” 
\tre- 
t of 

im, 

the 
eme 

in 

abor 
ould 
con- 


6 


our way thr 
It was in the 


moods, exclaime 


Roughly a 
groups. On t 
highly intere 
of knowledg 


practical scientif 


economist, by 
tially unable t 
relations whic! 
he do about it 
ranks? This 
anybody seri: 
theory? 

Into the sa 
also place all : 
be true that t 
invention of 
capital accumu 
contentions 
of Engel’s ex; 


ample, with hi 


On the other 
concrete princij 
sideration. It 1 
light by Dr. 
Modern Econot 


nacular of modet 
data and variabl 


Admitting t! 
tries to explair 
ticular attenti 
It is an interest 

Data compri 


explanation of tl 


system of the s: 


Among these t 


dicate whether 


describe the gen 


data are pred yt 


assumptions of 


* Review of Ex 


an Economic Association 


of divergent interpretations and explanations, | 

of despair that Marx himself, in one of his lighter 
not a Marxist.” 
thodological prescriptions can be divided into two | 
are the general considerations, which, although | 


m the point of view of philosophy and the sociology | 


tirely nonoperational from the point of view of 
It might be true, for example, that a bourgeois 


ry virtue of his social and economic position, is essen- 


the driving forces and to discern the fundamental 


1 the rise and fall of capitalist society. But what can 
p teaching and investigating and join the proletarian 


ler him a more useful member of society, but will 
in that such a change could improve his economic 


f essentially nonoperational prescriptions I would 
to the efficiency of the dialectical method. It might 
pt of unity of opposites inspired Newton in his 
nal calculus and helped Marx in his analysis of 
t least it would be rather difficult to disprove such 
very doubtful whether even a most careful reading 
of this principle could help Mr. Keynes, for ex- 
mn of the unemployment problem. 
Marxian methodology seems to contain some more 

yncepts which deserve serious and detailed con- 
ect of the problem which was so ably brought to 
his brilliant article on ‘‘Marxian Economics and 
ory.” Translating the Marxian slang into the ver- 
ymics, he defines the issue at stake as the problem of 
onomic theory. 
ority of the modern equilibrium theory, Dr. Lange 


rked success of Marxian prognostications by the par- 


suthor of Capital gave to the treatment of his data. 
; and it deserves a closer, critical scrutiny. 
se elements of a theory which are used in the 
s but are not explained themselves within the 
i.e., they are simply considered as being “given.” 
first of all those general propositions which in- 
going to talk about cabbages or kings and thus 
verse of discourse,” as the logician calls it. These 
jualitative in character. The so-called institutional 
theory belong to this first category. 


1. 1935. 


| | 
| 
mf 
| 
I 
i 
U 
r 
| 
t 
| 


tional 


Marxian Economics for Present-day Economic Theory 7 


Marx persistently derided contemporary classical economists for their 
failure to specify explicitly the institutional background of their theories. 
He was doubtless right and the same criticism applies equally well to some 
of the modern theorists. Fortunately enough in the process of their actual 
work the bourgeois economists implicitly and maybe even unconsciously 
framed their theories in complete accordance with the fundamental, relevant 
facts of the institutional background of capitalist society. Thus the subjective 
methodological shortcomings did not impair the objective validity of their 
theoretical deductions. 

The second type of data comprise statements of basic interrelations which 
constitute the immediate point of departure for derivation and formulation 
of specific propositions of our theoretical system. Technical production func- 
tions, shapes of the demand curves describing the consumers choice, sched- 
ules of liquidity preferences—all these are examples of this second type of 
data. They are predominately quantative in character. 

It is this category of data which was meant by Clapham in his famous 
reference to the “empty boxes of economic theory.” The boxes are not 
much fuller now than they were twenty years ago, but the Marxian theory 
hardly contains the stuff which could be used to fill the vacuum. 

Dr. Lange seems to be of a different opinion. He points out in this con- 
nection the concept of technological progress as the mainstay of the Marxian 
theory of economic evolution of the capitalist society. This progress is 
being made responsible for the formation of a permanent army of un- 
employed which in its turn is supposed to prevent the otherwise unavoidable 
absorption of all profit by an ever increasing national wage bill. Dr. Lange’s 
statement of the problem suffers, however, from serious ambiguity. 

As indicated before, substitution of machinery for labor can easily take 
place without new inventions, simply through movement from one point 
of a given production function to another. Reduced interest rate due to 
ever increasing supply of accumulated capital might easily lead to such a 
result. The technical datum—the technical horizon of the entrepreneur— 
will remain in this case as stable as for example the cost curve of a monopo- 
list might remain stable while he is changing his position by sliding along 
his curve in response to some demand variations. 

A quite different phenomenon takes place when an entrepreneur reduces 
his demand for labor not in response to changing interest or wage rates 
but because a previously unknown new invention makes it profitable to 
use less labor and more machinery, even if interest as well as wage rates 
were to remain the same as before. Here we are facing a genuine change 
in primary technological data. 

Both types of adjustment mark the evolution of capitalist economics. Dr. 
Lange does not seem to make a clear-cut distinction between the two, but 
the general drift of his argument points toward the second rather than first 
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type of labo: t. Neither is the position of Marx himself par- | 
ticularly clear. T! it stress put upon the process of progressive accumu- | 
lation, which of Capital considers to be a necessary condition of 
the very exist f the present economic system, indicates that it is rather | 
the first type « which he has in mind. i 

Anyway, th nat the Marxian theory lends itself on this point to 
so many differ terpretations, shows that in so far as the careful speci- 
fications and ; f basic data is concerned, it is rather the Marxist who 
can learn fros lern economists than vice versa. 

Finally we cot he third and last aspect of this methodological con- 
flict. Modern ec theory limits itself to a much narrower set of prob- 
lems than that wv luded in the scope of Marxian economics. Many 
items treated as da the first system are considered to be in the group 
of dependent the second. In so far as the general methodological 
principle is c ffective extension of a theoretical system beyond 
its old frontier rej ts a real scientific progress. 

To avoid a rstanding it must be kept in mind that such extension 
cannot possibly result 2 complete liquidation of independent data. It 
simply replac t of data by another. So, for example, if we were 
to include gover: tal action as a dependent variable within the system 
of economic t he amount of public expenditure of the height of 
import tariffs | »e considered as a function of some other economic 
variables in tl y as the output of a firm in competition is con- 
sidered to be a { of the prevailing market price. It is perfectly 
obvious, how« t the first type of relationship is much less definite 
in its charactes econd. This, I think, is the reason why the modern 
economist is 1 t to discuss both types of interrelations on the same 
plane. And hx because neither part can profit from such artificial 
connection, w! not mean that the result of the two types of in- 
vestigation cot ind should not be fruitfully combined in attempts 
toward some |! vider synthesis. Occasional alliances and frequent 
co-operation a! r, something quite different than radical unifica- 


tion accompani plete obliteration of existing border lines. 


Neither his a ymplishments nor the purported methodological 
superiority cat lain the Marxian record of correct prognostications. His 
strength lies in : t mpirical knowledge of the capitalist system. 

Repeated e3 ts have shown that in their attempts to prognosticate 
individual bel rofessional psychologists systematically fall behind 
experienced lay: ith a knack for “character reading.” Marx was the 
great character reader of the capitalist system. As many individuals of this 
type, Marx had tional theories, but these theories in general do 


| 
| 
t 
t 
| 
| 
| 
i 
if 
4 
i 


par- 
mu- 
n of 
ther 


it to 


who 


con- 
rob- 
Aany 
roup 
gical 
yond 


a. It 
were 
stem 
it of 
omic 

con- 
ectly 
finite 
ydern 
same 
ficial 
yf in- 
mpts 
quent 
vifica- 


gical 
. His 
n. 

ticate 
ehind 
is the 
f this 
ral do 


Marxian Economics for Present-day Economic Theory 9 


not hold water. Their inherent weakness shows up as soon as other econ- 
omists not endowed with the exceptionally realistic sense of the master try 
to proceed on the basis of his blueprints. 

The significance of Marx for modern economic theory is that of an 
inexhaustible source of direct observation. Much of the present-day theoriz- 
ing is purely derivative, secondhand theorizing. We often theorize not 
about business enterprises, wages, or business cycles but about other people’s 
theories of profits, other people’s theories of wages, and other people's 
theories of business cycles. If before attempting any explanation one wants 
to learn what profits and wages and capitalist enterprises actually are, he 
can obtain in the three volumes of Capital more realistic and relevant first- 
hand information than he could possibly hope to find in ten successive 
issues of the United States Census, a dozen textbooks on contemporary eco- 
nomic institutions, and even, may I dare to say, the collected essays of 
Thorstein Veblen. 
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interpretation of Marxian economics which would 
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y to the writings of Karl Marx. But it would 
hand, to conceive of a policy as constituting an 
nless that policy were in some proximate sense 
of these writings. In that sense, then, one can 
en very little intimate knowledge and even less 
Marxian economics in the conception and the 
Deal. 
my first or secondhand knowledge, as the case 
f the New Deal. For its justification, however, it 
i enlightening to survey, of necessity briefly, the 
the light of Marxian economics. Before we pro- 
it that more recondite relation—its alleged in- 
Deal 
it Berkeley, an economic historian, has a fondness 
rical event is a matter of indifference to the sub- 
Few historians would be disposed to assert that 
sented by the emergence of the Marxian system 
ut important influence on what followed. To 
te, that influence, however, would be a dubious 
one into loose historical generalization. We are 
r things, with a system of theory which involves 
distinguish between the vindication of the theory 
If Marxian economics constitutes a realistic and 
talistic process, and if President Roosevelt has 
- fashion with the problems thrown up by that 
he small measure of collectivism associated with 
have its inception in Marxian economics. It may 
lication of the significance of that analysis. 
lved, to be sure, a tremendous amount of govern- 
usiness enterprise. But is that synonymous with 
[t is not necessary to point to fascism in order 
identity between collectivism and government 
r consider for a moment the most vital school of 
ountry. I refer to the University of Chicago 
have endorsed unanimously Professor Frank 
ompetition. That program not only involves 
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| 

( 
: 

| | 

t 

( 

| 

| 

| 

| 
| 

| 

1 

i 

| ( 

| 

a 

f 

V 

u 

h 

V 

rt 


Marxian Economics and Government Policy 11 


to invoke the lost Utopia of competition, but it also looks to the permanent 
establishment of an all-pervasive government bureaucracy as the guardian 
of that competition. And over it all is to preside, in a political vacuum, 
a very monster of bureaucracy—a monetary authority, implemented by the 
mechanism of the 100 per cent legal reserve. 

I am not concerned with an evaluation of this program. I merely wish 
to indicate that as soon as present-day economic liberals leave the convenient 
abstractions of pure theory, they find it necessary to bow to the exigencies 
of modern technology and modern business organization. They find it 
necessary to invoke bureaucracy in their polemic against New Deal and 
collectivist bureaucracy. Unlike that of their classical progenitors, their 
program is merely a denial of planning; it is not an affirmation of laissez 
faire. 

Here again it is possible that while they have learned little from Marx, 
modern economic liberals, like their contemporaries, the New Dealers, are 
by the concessions of their program—concessions born of desperation— 
furnishing a partial vindication of Marxian economics. 

It is time we recurred to our main theme, the career of the New Deal 
in the light of Marxian economics. American business enterprise, big and 
little, was prostrate in the spring of 1933. The introduction of a socialist 
régime may not have been feasible at the time. It may nevertheless be urged 
that an administration bent on collectivism would hardly have thawed out, 
bailed out, cleaned out, and resuscitated the banks for the sole purpose 
of returning them to private hands. Such an administration would hardly 
have continued Mr. Hoover’s policy of bailing out other financial enter- 
prises, the railroads, and large corporate enterprise in general. I am not 
contending that any of these things should not have been done, but am 
merely calling attention to the circumstance that this allegedly socialistic 
administration proceeded, in the day of its collectivist opportunity, to the 
task of restoring a shattered capitalism to health and, it fondly dreamed, 
to a newly-won respectability. 

Of much greater significance was the New Deal’s repudiation of a 
forthright program of production for use in so far as unemployed men, 
materials, factories, and equipment were concerned. These resources might 
conceivably have been employed, outside the realm of private enterprise, 
in the production of goods urgently needed by the unemployed. Here also 
was a great opportunity to get rid of the agricultural surplus. The pressing 
character of the latter problem is indicated by the desperate methods em- 
ployed to resolve it. The policy of the Administration on production for 
use was amply demonstrated in the promptness with which the compre- 
hensive production-for-use program in Ohio was ordered to be liquidated 
when the Washington office assumed direct charge of the administration of 
telief in Ohio in May, 1935. 
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ived scant thanks for its tenderness toward 
terprise. On the one hand, its efforts to make 
| tenable through such measures as the Securities 
istigated as violations of the necessary premises 
ther hand, its efforts to make the agricultural 
profitable without encroaching on the acquisitive 
ind commerce, were condemned as violations of 
mankind and the plain injunctions of both the 
nts. Not in a position to produce freely for use, 
ization was inevitably driven to a certain amount 


| as representing the high level of collectivism 

il. None but the naive and ill informed would 
fair trade practices section of the NIRA was 

f the trade associations. Section 7A of that Act 
ition to labor for the boon granted to the trade 
however, an important episode in the Adminis- 

f collective bargaining. Such encouragement is 
either in its intent or in its theoretical premises. 
received theoretical justification from no less 
Alfred Marshall. No fair, no equilibrium, wages, 
ted to issue from individual bargaining between 


urs provisions are of immediate interest because 
bill which is an essential part of President Roose- 
Marx's Capital might have furnished an extraordi- 
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increase in wages does not asure the process of recovery. It may even be 
possible that after a lag of income to the workers, because of lagging wage 
rates and increased productivity of labor, a rapid rise in wages may be 
prejudicial to recovery. Such a rise may contribute to the recognition of 
the untenability of inflated security and commodity prices which were in 
themselves largely premised on the lagging pay rolls. 

It may at this point be said that I have admitted inadequate consumer 
purchasing power to be involved in the difficulty. Precisely. Lagging wages 
may lay the ground for economic instability, and rising wages may in 
turn contribute to the crisis of recession. The influence of any factor cannot 
be posited dogmatically in the abstract. Its character and extent depend on 
the nature of the economic configuration which happens to prevail. 

Marx himself was not guilty of a simple underconsumption theory. To 
be sure, he stated that the inadequate distribution of income to the masses 
and the consequent underconsumption relative to productive capacity were 
the ultimate causes of crises and depressions. That, however, is a broad 
generalization which furnishes the theoretical premise for his condemnation 
of private capitalism. It should not be construed as an adequate guide to 
practice within the confines of private capitalism. 

The Marxian business cycle analysis in Volume II of Capital contains an 


) claborate anticipation of that part of social credit theory which Mr. Keynes 


considers a novel contribution to economic science. I refer to that part of 
Major Douglas’ analysis which traces the consequences of allowance for 
depreciation. It has been developed in possibly an oversubtle fashion in 
Mr. Keynes’s doctrine of user cost. Marx’s monumental work in general and 
Volume III in particular anticipate by more than half a century Mr. Keynes's 


» and Mr. Hayek’s allegedly novel integration of the theories of value, of 


money, and of economic fluctuations. In its emphasis on successful accumu- 
lation as the prerequisite of a rapid tempo of economic activity, the Marxian 
analysis is definitely more closely akin to that of Spiethoff, Cassel, D. H. 
Robertson, and Hayek than to that of Hobson and of Foster and Catchings. 
Marx differs from the former group of theorists, particularly from Hayek, 


} in that he follows Sismondi in the recognition that all business enterprise 


is speculation. In consequence, there is no place in his theory of economic 
fluctuations for nice calculations of maxima together with the refined tech- 
nique by which that spurious calculation is implemented. Mr. Hawtrey 
shows a strange kinship to Marx in this regard. 

The Marxian cyclical analysis, moreover, has its setting in a theory of 
capitalist development which is absent in the work of the others. The 
capitalist development is, in fact, conceived to be mediated by the cyclical 
movement. Among the writings of non-socialist theorists, Professor Schum- 
peter's Theory of Economic Development comes closest to Marx in the latter 
respect. Professor Schumpeter has the rare good grace to acknowledge his 
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lent intents of that policy should, nevertheless, mark it as completely devoid 
of contamination by any theory dedicated to the proletarian cause. It should 
be noted in connection with the foregoing that a Department of Agri- 
culture survey discovers the wages and working conditions of farm labor 
to be far worse than those of any other important group of workers in 
this country. 

Despite the fact that the New Deal is supposed to be very specially 
devoted to the submerged third of the population, the most submerged 
section of this one-third has fallen outside the scope of the whole range 
of New Deal legislation. Agricultural workers were, in the first place, not 
included under the labor provisions of the NIRA. Their legal status in 
that connection was never made clear, but for all practical purposes such 
was the case. The Agricultural Adjustment Administration, moreover, made 
evety effort to widen the scope of the category of agricultural labor, so 
that the labor provisions might not imperil, or complicate, its program. 
The National Labor Relations Act has continued the discrimination against 
agricultural workers. They are also excluded from the insurance features 
of the social security legislation and are outside the scope of the work- 
men’s compensation laws. While the latter are strictly within the scope of 
state legislation, the circumstance does serve to accentuate the farm laborer’s 
insecurity and economic degradation. 

The large bulk of agricultural laborers are employed by a relatively small 
number of capitalistic producers with whom agriculture is to a large extent 
either an avocation or secondary to their economic interests as bankers or 
distributors. The concentration of large-scale farming in a relatively small 
number of regions in the United States, and its predominance in California 
and Florida, raise the farm labor issue to the level of a struggle between 
capital and labor as distinguished from the bargaining between a working 
farmer and one or two hired men. 

I have referred to the decidedly non-Marxian method of economic 
analysis associated with the agricultural policy of the New Deal. The 
following may serve by way of illustration. I have it on very good authority 
that when the loss of livelihood to thousands of sharecroppers incident to 
the contraction of cotton acreage was brought to the attention of an official 
very high up in the Agricultural Adjustment Administration, he replied, in 
effect, “That is a social problem. I am concerned with the problem of 
price.” I cannot vouch absolutely for the correctness of the story. It is in 
any event true in the symbolic sense. The agricultural problem has been 
conceived too exclusively as a problem of price, with insufficient regard, 
not only to the relation between employee and employer, but also to the 
relations between tenant and landlord, debtor and creditor, producer and 
distributor—the latter masquerading all too often in the guise of an agri- 
cultural co-operative. 
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DISCUSSION 


JoHN Ise: The significance to be accorded Marxian economics seems to me 
to depend largely on one’s conception of the method and scope of economics. 
If economics is to be regarded as economic physiology—the study of the way 
the capitalistic system would work if it worked that way, if it were in a perfectly 
healthy condition—Marx has little to offer. If economics is to be regarded as 
the study of economic pathology as well as physiology, he will contribute a heavy 
grist; and if our conception of economics be expanded to include the study of 
capitalism in its historic setting, and in its relation to other economic systems, 
the study of the great German socialist seems to me indispensable. His usefulness 
appears to lie, not in his theories as to the functioning of a capitalist society, 
but in his savage and often penetrating criticism of its failures, and in the 
historical perspective from which he views the problems of economic society. 
Few of his contemporaries wrote so much that is faulty or wrong, but that few 
wrote so much significant truth is attested by the fact that of these contemporaries, 
only John Stuart Mill has left so deep an imprint on the development of 
economic and historical thought, if indeed Mill can be said to have done that. 

As an economic theorist, Marx seems generally faulty, or entirely wrong, or 
occasionally right for the wrong reason. His notion of value as something sub- 
stantial is quite unusable; his theory of surplus value, with all his pretense of 
mathematical precision, is largely a weird fabric of assumptions; although he 
followed the Ricardian theory of rent, he saw little of the significance of rent; 
he had no clear notion of the relation of the function of saving to interest; 
he had little or no conception of the productive significance of the enterpreneur ; 
and in much of his analysis he draws no clear line between monoply and 
competitive conditions. Sometimes he arrives at conclusions at least partly correct, 
by lines of fallacious reasoning, as for instance in his theory of surplus value 
and the inability of the laborers to buy back their products. Using generally false 
reasoning and analysis, he comes to conclusions prophetic of those in Professor 
Moulton’s recent studies. I confess my inability to resolve the issue between Pro- 
fessor Moulton and his critics, but am convinced that the concentration of too 
much of the total purchasing power in the hands of the rich and the lack of 
purchasing power in the hands of the masses is an important cause of the break- 
down of capitalism; and for this reason I believe that Professor Leontief, in 
stating that Marx’s theories on this point “might contain some grain of truth,” 
is excessively judicious. 

In his messianic zeal for the new order Marx built up a system of economics 
to support his preconceptions, and of course in such a process every error calls 
for other errors to fit the general scheme. Aside from the fallacies involved in 
much of his economics, however, his labored exposition and the attachment of 
strange meanings to familiar terms make his economics almost unusable for 


ordinary college work, even if college trustees are inclined to look with favor 
on such use. 


It is as an economic historian—or shall I say as a philosopher of history— 
that Marx seems to me to have made his greatest contributions. His theory of 
historical materialism, although perhaps not to be rated with Darwin's theory 
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of evolution, as ists have suggested, was certainly epoch-making in 
its significance. As ved more or less by such historians as Turner and 
Beard—whether | y or not, I cannot say—it has brought rich fruit of 
historical researc} tutional economists have qualified and expanded it. 
The theory of th he classes seems more realistic today than ever before; 
and it suggests | significant point of view for those who believe that 
the social sciences int the way to social amelioration. With this goes of 
course the conce} ling class,’ a concept which Harold Laski and many 
other political sci find indispensable in the interpretation of present-day 
problems. Natural yncept has been slow to win recognition in America, 
where the notion « ppy family, democratically self-governed, has tenacious 
roots. In his ass f the growth of large-scale industry and monopoly, 
and parallel incre he numbers and in the radicalism of the laboring class, 
Marx saw the drif mic history correctly, and his analysis of the sig- 
nificance of cor} early prophetic of the recent study of Professors 
Berle and Means. ‘ the passages in Marx would be sagacious, even if 
they were written i1 rht of present conditions; written more than a half- 
century ago, they gly penetrating. 

Professor Leot nmarized Marx’s impressive record in analyzing the 
long-run tenden lism, and he seems a bit puzzled as to the reasons 
for his sagacity. | if this particular prophetic faculty is not rather 
common in socialists and other radicals. Plato showed similar uncanny vision 
of developments m two thousand years ahead; and many of the socialists 
of the past hun rs seem surprisingly modern in the perspective of later 
years. Not long | happened to read a speech of Senator Peffer, of Kansas, 
one of the early n for whom Kansas was famous before the days of 
budget-balancing pectability; and the speech was so intelligent and so 
modern that I « 10t help wondering how he escaped recognition as one of 
the great men « Perhaps all this should not be surprising, however. 
Men naturally best thinking in connection with the problems that 
interest them; at xcialists are much interested in historical tendencies and 
in the future. They face forward. Most of them are economic evolutionists. Con- 
servatives, on the 1, thinking in terms of the present, or even of the 
past, naturally fail t some of the most important drifts. Those who believe 
they have already ar t the final destination are little concerned with the 
road ahead. For t! ire no “drifts,” but only sporadic outbursts of crazy 
radicalism on the | f those who do not appreciate the beauties of out 
capitalism. Disra rated when he said that the conservatives are always 
wrong; but certain! cialists have often seemed right in the light of later 
developments. M though he was the greatest, was not the only wise 
prophet. Perhaps be added, parenthetically, that the value of much of 
Marx’s work is p higher than it would have been if his mind—according 
to the American | been fixed more on the question of royalties from 
his books. 

On the other | )f Marx’s historical analyses and predictions reveal 
surprising lapses of ment. As often pointed out, he exaggerated the decline 
of the middle class fact, his analysis of the different classes of society was 
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quite too simple; and he apparently did not realize how tough the old capitalist 
society was, how tenacious was the control of the ruling class. Perhaps this was 
the reason he did not foresee the development of fascism. He showed little 
appreciation of the evils that existed before the advent of capitalism; in fact, 
his discussion of the beauties of the medieval religion, family, and chivalry 
verges on utopian sentimentalism. In the Manifesto, for instance, we are told that: 

The bourgeoisie, whenever it has got the upper hand, has put an end to all feudal, 
patriarchal, idyllic relations. It has pitilessly torn asunder the motley feudal ties that 
bound man to his ‘‘natural superiors,’’ and has left remaining no other nexus between man 
and man than naked self-interest, than callous ‘‘cash payment.’ It has drowned the most 
heavenly ecstacies of religious fervor, of chivalrous enthusiasm, of philistine sentimentalism, 
in the icy water of egotistical calculation. . . . The bourgeoisie has stripped of its halo 
every occupation hitherto honored and looked up to with reverent awe. It has converted 
the physician, the lawyer, the priest, the poet, the man of science, into its paid wage- 
laborers. The bourgeoisie has torn away from the family its sentimental veil, and has 
reduced the family relation to a mere money relation. 

Perhaps because of the messianic color of his mind, perhaps because he wrote 
of capitalism in what he considered its age of decadence, Marx did not appreciate 
the relationship between capitalism and the growth of democracy. More difficult 
to understand, however, is the almost complete lack of realism in his prediction 
of the final classless society. Seeing as he did that there had always been exploiters 
and exploited, and holding generally to the classicists’ theory of human selfishness, 
how could he assume that the revolution, or any change in human relationships, 
would bring the happy Elysium that he pictured ? He had not the institutionalists’ 
theory of changing human nature. His general philosophy should have led him 
directly to the conclusion that under the dictatorship there would merely be a 
new ruling class, perhaps quite as selfish and brutal as the capitalists they had 
displaced. He assumed that the dictator would be a good dictator, who would 
really want a classless society—a man somewhat different from the Stalin of 
recent purges. 

Whatever our conclusion as to the significance of the Marxian doctrines to 
present-day economists and political scientists, who can presumably study them 
dispassionately, we cannot escape the conclusion that, for better or worse, those 
doctrines have vastly influenced masses of men and human destinies. For better 
or worse, the world will never be the same as it would have been had not 
Marx raised the flag of bloody revolution. 

The fruit of his teaching seems to me to be found, however, not mainly in 
any legislative program, such as the New Deal, but in the sharpening of the class 
conflict, in the rebellious determination with which a faction of labor presses 
its claims, in the hysterical fear and often ferocious brutality with which the 
ruling class resists those claims. The sweet reasonableness of the Fabians was 
no very serious threat. As Marxians have often pointed out, the banner of sweet- 
ness and light could never go very far; but when Marx raised the red flag of 
revolution, the seeds of a real class war were in the soil—a war which is even 
now carried on in many countries with medieval brutality. It would of course 
be unfair to hold Marx altogether or mainly responsible for this war, or for 
the ferocity with which it is carried on. In a crumbling capitalism, it was inevitable 
that the issue should arise, in something like its present sinister form; but Marx 
and his disciples are doubtless responsible for some of the ugliness of the conflict. 
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thought of the New Deal as a child, step-child, or 

f Das Kapital, in spite of the assiduousness with which 
the lineage, and it is therefore difficult for me to take 
Professor Rogin does; but I find myself in sub- 
onclusions to which his analysis leads him. The 
generally an attempt to patch up the capitalist 
satisfaction of a larger proportion of the people. 
ld stress the theory of the revolution more than 
this makes the New Deal seem even less a result of 
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tific role of die-hard. In the second instance, at least, economic folklore has become 
theology in the Marxian sense. While it is obvious that these observations 
constitute no contribution to value theory as such, it is equally obvious that 
economic folklore smothers analytical and intuitive powers. 

Neither speaker has referred to the problem of allocating resources correctly 
in a collective economy, presumably because this problm has been extensively 
treated in the past decade. While Marx recognized the problem, it was not 
squarely faced until the present century when Mises and Pierson suggested the 
insolubility of this problem under socialism. The resolution of the problem, 
moreover, has run in terms of marginalism, the Marxian apparatus of thought 
offering little if any direct aid. Unfortunately those who have sought solutions 
to the problem have somewhat incorrectly assumed with orthodox theorists that 
the consumer is and must be autonomous, a caster of dollar votes to which the 
configuration of the productive mechanism and the distribution of resources must 
conform. A strong case may be made, however, for the view that increased 
centralized control over consumption will reduce uncertainty, increase stability, 
and augment the sum-total of human happiness, whether the economy be col- 
lectivistic or shaped in accordance with the Chicago liberal plan. Liberal- 
Marxist controversy may yet inspire interest in this virtually ignored problem. 

Marx’s greatest contribution, as each speaker has indicated, lay in the field 
of social change, a field ignored in large part by economists and historians. He 
was not interested in the movement of factors and prices toward equilibrium in 
the Walrasian sense and did not therefore specifically raise the question whether 
or not equilibrium is possible, given productive factors whose very nature may 
be changed in the course of and in consequence of this search for equilibrium. 
Instead Marx concerned himself primarily with the long-run drift of interclass 
and interindividual relationships and with the shorter-run cyclical movements 
and power shifts which give direction to the long-run drift. He saw in class 
conflict the dynamic source of change. At the present moment two marked 
changes in thought are discernible: (1) the increasing use by historians of a 
kind of Marxian approach; (2) attacks on the historical understructure of 
Marxism by theorists such as Spengler who believed any culture inevitably con- 
demned to decay and Sorokin who believes that all trends, however long, are 
certain to be reversed. 

I infer from the remarks of the two leading speakers that neither has much 
use for dialectical materialism in the Marxian sense. Yet, as a reading of the 
neo-Austrians strikingly reveals, economic analysis divorced from the socio- 
political milieu in which economic relationships establish themselves is barren 
of practicality and insight. Is it not evident, therefore, that even though we reject 
dialectical materialism in the Marxian sense we must avoid the “‘ostrichism” of 
defining away problems by simply assuming to be constant, factors subject to 
imminent change. In other words, is it not necessary for us to ascertain: (1) 
the laws of change in the socio-political milieu; (2) the laws of change in 
economic realms such as innovation and its introduction, as the relative powers 
of classes, as the conditions that determine labor and capital supplies, and 
so on; (3) the relationships between (1) and (2) and the extent to which, if 
at all, these relationships emerge in nature. 
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THE RATE OF INTEREST 


By RICHARD M. BIssELL, Jr. 
Yale University 


The influence of the rate of interest upon investment is not a subject 
that calls for a venture into new and unexplored territory. Economists have 
been aware for a long time that a high rate of interest dampens investment 
and a low rate stimulates it. Any first-year book on the principles of eco- 
nomics explains why this is true and it can scarcely be necessary or interesting 
to go through the familiar proof of such a long accepted generalization 
again. Nevertheless, the subject of interest and investment is not only im- 
portant but it is one on which there is much more disagreement at the 
present time than its secure position in the textbooks might seem to in- 
dicate. 

Its importance is obvious. Practically all theories of foreign trade and 
most analyses of the trade cycle make use of the above proposition. For 
instance, an inflow of gold, if allowed to work itself out, is supposed to 
raise prices through its influence upon interest rates. But this, of course, 
implies that lower interest rates will stimulate investment and thus the 
general level of activity in a country and that this will in turn produce a 
rise of prices and costs. Trade cycle theories as diverse as those of Wicksell, 
Von Hayek, and Keynes consider a low rate a necessary condition for the 
high rate of investment which constitutes a boom, and without exception 
they treat the rate of interest as the obvious and most important instrument 
of control over the trade cycle. 

Most writers are interested in the relationship of interest and invest- 
ment because of the part that it plays in the trade cycle; in other words, 
because the effectiveness of any monetary policy depends upon the truth of 
the traditional generalization to which I have referred. Whether the objec- 
tive of a central bank is to stabilize prices, exchange rates, or employment, 
the instruments of control with which it has to work can take effect on 
economic activity only via the money market and the capital market. Disa- 
greement centers, therefore, on the issue of whether monetary policy can 
determine the rate of investment. In analytic terms the question is whether 
the traditional theory of interest and investment may appropriately be used 
in an analysis of the fluctuations which occur in the trade cycle. It is gener- 
ally conceded that a low rate will have a stimulating effect on investment, 
in so far as it has any at all, but many economists criticize the tradition! view 
because it leads us to expect too much of monetary policy. More precisely, 
they suggest that the elasticity of the rate of investment with respect to 
the rate of interest is very low, so that a drop in the rate of interest will 
not have a substantial influence on the rate of investment. Those who ad- 
vance this point of view will usually go further and add that the total 
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and its rate of change are, in fact, the im- 
volume of investment, at least in the short run. 
ertain possibility of confusion, for there are 
; between net investment and the total income 
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firm to changes in the rate of interest. There are at least two theories of 
capital which may be employed for this purpose, but before plunging into 
the analysis it is worth noting that both are static equilibrium theories. 
Each develops and states the necessary and sufficient conditions for the 
equilibrium of an individual firm; in other words, each studies a firm 
in a static world in which the prices or conditions of supply of the factors 
of production and the price or demand curve for the product of the firm 
are given, and each theory shows how these independent variables determine 
the output of the firm and the amounts of the factors it will employ. It is 
convenient to distinguish two kinds of investment which a firm may under- 
take—intensive and extensive. When the method of production which it 
employs is altered in such a way that more capital is used in co-operation 
with smaller amounts of other factors to produce the same output, the 
investment which is undertaken is intensive. This includes cost reducing 
investment, and is, incidentally, the sort that is alleged to give rise to 
technological employment. In Mr. Hawtrey’s terms it consists of ‘“deepen- 
ing’ the capital structure. If, however, a firm merely expands (i.e., increases 
its scale of operations with a view to turning out a larger output in the 
future, but continues to employ the same method of production as before), 
then the capital structure has been “widened” and extensive investment 
has occurred. 
" The basic proposition of traditional theory is that both kinds will be 
stimulated by a fall in the rate of interest. In Marshallian terms, a firm 
} is in equilibrium only when long-period marginal cost, as well as intensive 
= marginal cost, is equal to price, and when the factors are employed in such 
proportions that the ratio of their marginal productivities is equal to the 
» ratio of their prices. (Long-period marginal cost is, of course, the cost of 
) increasing output by means of a balanced increase in both fixed and variable 
factors, whereas intensive marginal cost is the cost of increasing output 
without any change of plant.) A drop in the rate of interest unaccompanied 
by changes in any of the other variables will not affect intensive marginal 
cost appreciably and therefore will not lead directly to any change in the 
short-run adjustment. But it will lower long-period marginal cost and thus 
make an expansion of the plant profitable or more nearly profitable. Also 
it will induce a change in the proportion in which capital is combined with 
other factors. 
It is slightly more difficult to go through the reasoning in terms of the 
» Austrian theory of capital, because the Austrians themselves have never 
deigned to apply their theory to the individual firm or to any unit smaller 
than an entire system. But since this gap has been filled by the work of 
English and American writers in the Austrian tradition, such as Gifford, 
) Hicks, Boulding, and Hart, the line of reasoning is clear. In a vertically 
integrated firm, which is the most appropriate unit to pick, the roundabout- 
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It has already been suggested that the critics of a static theory of invest- 
ment attach much more importance to the rate of change of income as a 
determinant of the rate of investment than to the rate of interest, and the 
above conclusion constitutes a partial justification of their view. As yet, 
however, we have not considered the most important element which has 
to be introduced into any static theory before it can be used in the analysis 
of dynamic phenomena; namely, the element of uncertainty. When un- 
certainty is present, I assume not only that businessmen are uncertain about 
the actual future course of events but that they are certain most of the 
variables which enter their calculations, notably costs and demand, will 
vary over a wide range. There are several ways in which this state of mind 
is bound to modify the nature of investment decisions. 

In a world in which aggregate income is expected to increase in a steady 
and regular manner so that the demand curves of individual firms may 
be counted on to move smoothly to the right, it is legitimate to carry over 
from static equilibrium theory the notion that each firm will be able to 


Mcalculate its costs for various scales of operation with considerable accuracy 


and that it will steadily expand its plant as demand grows. In this case, 


Bthe real question is not whether expansion shall take place but when. It 


concerns the timing of necessarily discontinuous increases in plant and 


"equipment. Obviously a change in the rate of interest which changes all 


ost curves may have a decisive influence on the investment the firm will 
ndertake. A lowering of costs will make more rapid expansion profitable 
ecause it will permit lower prices or higher selling costs and thus a more 
sapid growth of output. 


If, on the contrary, this firm is uncertain about the future, and can be 


@ure only that the market for its product will neither remain unchanged nor 


‘xpand steadily, its calculations are far less determinate. The businessman 

ay still know exactly what scale of plant is best suited to any given output, 
but not knowing what ouput he is going to be able to maintain in the 
uture, he can only base his plans on an estimate of average conditions. 
Inder these conditions, the certainty with which any investment decision 
an be made is greatly diminished; so the effect of a given change in cost 
onditions becomes indeterminate. 

Uncertainty has an even more specific effect upon a firm’s decisions 
egatding intensive or cost reducing investment. Since such investment 
volves merely a change in the proportions in which the factors are em- 
oyed it must necessarily, in the absence of uncertainty, be stimulated by 
fall in the rate of interest and vice versa, because a change in the rate 
pf interest merely amounts to a change in the ratios of the prices of the 
actors. But under dynamic conditions a wholly new element enters the 


| 


Mroblem. As a rule, an act of intensive investment, because it consists of 


he displacement of other factors by capital, will lower total cost of produc- 
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tion only by redi riable costs more than it increases fixed costs; that 
is to say, it will 1 t ost structure of an individual firm much more 
rigid than it w 

This charact f intensive investment is comparatively unimportant 
when the futu n and stable, because flexibility of cost does not 
then yield any g! idvantage. A firm will be interested only in finding 
the cheapest m f producing the known future output. But, obviously, 
when future out ighly uncertain, and when fixed costs will certainly 
prove to be a rden in periods of low output, flexibility of cost 
is highly desis | the sacrifice of flexibility involved is probably one 
of the main deterrents to intensive investment. In this way, then, the rate 
of intensive i mes to depend upon expectations which from 
their very natu: rtain and introduce indeterminacy into the decision. 
Income need not pected to increase steadily, but if it is not expected 
to remain at | tly stable, only those changes in methods of produc 
tion that are cert reduce costs very heavily will be adopted. Thus, 
under realistic nditions, there will not be an accurate division 
between impr ts which are just inside the margin of profitability and 
those just outsi therefore, there is no reason to believe that a lower- 
ing of the rat t will, by itself, induce businessmen to undertake 
a certain dete: nt of intensive investment which they would 
not otherwise ha willing to undertake. 

The change ture of these decisions has serious implications for 
the elasticity tment with respect to interest. For one thing sheer 
indeterminacy i: make investment less responsive to small changes 
in the cost of capital. When no one can determine within a wide range 
which of two re possible courses of action will turn out to be the more 
profitable, it 1 larger change in their relative attractiveness to 
sway the deci if all the factors were accurately known. But there 
is an even mot portant consideration. If market conditions and prices 
of factors and terials are apt to fluctuate widely, they will in fac 
have much mot th the success of any given investment than the rate 
of interest. ¢ itly firms will not, as in static or stable conditions, 
take the market ent as given, initiate improvements as soon 4s 
they become pt le, and therefore change both the amount and the 
timing of thei nt in response to changes in interest. Instead they 
will in many take interest, quantitatively the less important vat 
able, as givet upon only those projects which are profitable st 
some conventi of interest, say 5 or 6 per cent, and adjust theit 
timing with refe to short-run expectations purely. In so far as this 
is true at any | r time, the short-period elasticity of investment will 
be much lowes n its long-period elasticity. In other words the im: 
mediate resp ces in interest rates will be smaller even than the 
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ultimate one. In the short-run changes in expectations, based in part upon 
the level of income and its rate of change, are likely to overshadow changes 
in the rate of interest in their influence upon investment. 

This whole discussion has led to two conclusions. First, even a theory 
of investment based on static equilibrium analysis must concede that the 
rate of investment depends explicitly upon the rate of invention and the 
rate of change of income in terms of wage units (i.e., the rate of change 
of the ratio of money income to money prices of factors), as well as on 
the rate of interest. Second, under dynamic conditions the short-period 
elasticity of investment is usually less than in a stable or static economy. 
These two conclusions lie at the bottom of most objections to the traditional 
view that the rate of interest is an adequate control of the rate of investment 
and thus of the general level of economic activity in a developing com- 
munity. 

II. The Concept of the Rate of Interest 


The foregoing examination of what I have called the traditional theory 
of investment shows that it requires modification before it is used to analyze 
dynamic situations. The same remark may be made about one of the concepts 
upon which any such theory depends. 

Monetary theory as well as equilibrium theory is full of references to a 
quantity called “‘the’’ rate of interest. Of course everyone realizes that there 
are, actually, as many rates as there are forms of borrowing and that it is 
by no means always legitimate to group them together. Nevertheless, it 
is often convenient to speak of “‘the’’ market rate, and the term has an 
honorable history. To my knowledge no one has troubled to define it 
precisely, but its accepted meaning is reasonably clear. It is not supposed 
to be one particular rate (such as the return on government bonds) more 
significant than any other, but rather a composite or average of all the 
various rates ruling at any time. In static equilibrium theory, where un- 
certainty does not play a large rdéle, interest is treated as the market price of 
capital, of which a firm may borrow as much as it wishes simply by under- 
taking to pay this price. For this purpose it is not important to emphasize 
the dependence of the cost of capital upon its source and upon the position 
of the firm for which it is raised. For instance, equilibrium theory usually 
takes it for granted that the interest foregone on capital saved out of profits 
will be equal to that which would have to be paid on funds raised in the 
open market, so that the same rate applies to both. Again, quite properly 
any long-period equilibrium theory pays little attention to the credit posi- 
tions of individual firms, because if we wait long enough and if there is no 
uncertainty, any profitable investment will be undertaken. The cost of 
capital to a well-placed borrower and the expected return on the investment 
are the only significant quantities. 


Under static assumptions, therefore, an average of various ruling interest 
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f the availability of capital throughout the eco- 


rely, is precisely what the composite “market rate” 


SC d to be. 
interested in the short run and the rate of in- 
itic equilibrium conditions, it is doubtful whether 


itable index. Actual interest rates may be extremely 


not, in any sense of the word that is relevant 
en, readily and cheaply available throughout 
capital, especially to small businesses, depends 


lingness of lenders to assume risk and thus upon 
wing that is in prospect and the borrower. There 


stance, when the yield on gilt-edge securities as 


per was low but when it was almost impossible 


ons not already in possession of large reserves to 
rcely be said that under these conditions capital 
uuse the pure rate of interest is low. 


rtainty have this very well-known effect upon the 


lenders less willing to lend, it also enters in a 


more subtle manner into the calculations of the 


f the main deterrents to investment in a dynamic 


| above, is that it diminishes the flexibility of costs. 


in be financed in such a way that no new fixed 
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or long-period equilibrium theory that we know 
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lent. In certain phases of the trade cycle very few 
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of a depression, capital cannot be obtained for many admittedly profitable 
uses because the credit of potential borrowers has been impaired, an index 
which varies inversely with the availability of capital should be high. Sim- 
ilarly, it might reflect certain institutional changes which affect the nature 
of the supply of capital. For instance, since the undistributed profits tax 
has doubtlessly had the effect of making capital less available to small firms 
which do not have access to the organized capital markets (many of which 
do not have the option open to large corporations of financing investment by 
marketing their own securities instead, perhaps, of selling securities from 
their own reserves), the index should register a change showing higher cost 
of capital. 

Perhaps these examples give a sufficiently clear impression of the redefi- 
nition I propose. There are obvious objections to the procedure, and nothing 
is further from my mind than to suggest, in the manner of Mr. Keynes, 
that it is easier to rewrite economics so that it will fit a new definition than 
to select a definition which will fit into the existing language of the subject. 
In this case, I feel that the broader definition is already implied and is neces- 
saty in present monetary theoretical discussion. If it is adopted, then the 
influence of interest must be admitted to be greater than it is sometimes 
said to be. We would have to say, for instance, that the rate is high, not low, 
in a depression when lenders are fearful of anything more dangerous than 
government bonds, and that this is part of the explanation of the low rate 
of investment. If it is not adopted, the subject of this paper will have to 
be divided in two. We would have to ask, first, what effect interest has 
on the actual availability of capital and, second, what influence the avail- 
ability of capital has on investment. In what follows I will be concerned 
only with the second question. 

Two conclusions have emerged from this examination of traditional 
theory. The static theory of investment (this phrase may involve a contra- 
diction in terms but I hope its meaning is clear) must be modified to fit 
dynamic conditions, and there is reason to believe that under these condi- 
tions the elasticity of investment is lower than it might suggest. The con- 
cept of the rate of interest also requires redefinition in order to make it 
a serviceable concept in a dynamic theory of investment. In the remaining 
sections of this paper I wish first to examine the relation between income 
and investment as it is described in the so-called acceleration principle (and, 
incidentally, to dispose of the view that the rate of investment is dependent 
solely on the level of consumption) ; then to attack more directly the ques- 
tion of the elasticity of investment with respect to interest. 


III. Investment and Income 


The acceleration principle, which is such a useful instrument of analysis 
when carefully used, becomes when it is stated in a naive and oversimplified 
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form an embod t of the opinion that interest has nothing to do with 
investment. Propet p, it only establishes and emphasizes the exist- 
ence of a relatio: tween investment and the rate of change of income. 
But occasionally tion is advanced that investment (a term which 
I use in Mr. Key to refer to net additions to capital) is a constant 
multiple of the rate of growth of consumption; so that, in Mr. Harrod’s 
words, “if consumpt re advancing at the rate of 2 per cent per annum 
only half as mucl yvestment would be necessary as would be required 
to sustain an adva i 4 per cent. 

When the pt ; stated in this form, and without many of the 
reservations and con which, it is only fair to say, Mr. Harrod would 
attach to it, the c1 t be embarrassed by the wealth of error it contains. 
To begin with, be no conceivable reason for taking as the in- 
dependent varial smphasized the growth of consumption instead 
of the growth of te income. Surely there is no need to labor the 
point that investm: possible in the capital goods as well as in the 
consumers good ries. If for any reason whatever the rate of invest- 
ment is itself cha ntinuously or if it has recently undergone a 
discontinuous changs | it is in one of these positions at all times during 
the trade cycle), t investment in the capital goods trades themselves 
will not be zer vestment in the community as a whole will not be 
a multiple simply of the growth of consumption. Another way of stating 
the point is that a n percentage change in the growth of consumption, 
say a rise from a rease of 2 per cent to one of 4 per cent per annum, 
will at first pro more than proportional change in investment. In 
this case, for insta estment will, initially, be more than doubled after 
the rise because t in consumer goods industries will be doubled 
(according to the 1 ig of this theory) and some investment will occur 
in the capital good tries where there has been none before. Once the 
new rate of ad\ ; been established, it could be sustained by just 
double the prev t of investment, but this does not conceal the 
error in the theory « 

The most this ry can prove is that a constant volume of investment 
will be associat | any given stable rate of growth of consumption 
once it has becos lished. But, for an analysis of the trade cycle this 
statement would fficient even if it were true. Both of the quan- 
tities mentioned { violently in the course of a cycle. What we tfe- 
quire is a more nstantaneous relationship that will show what 
determines the ra tment at a moment of time, when the growth of 
consumption is itself ng. For this purpose the growth not of consump- 
tion but of ager income is obviously the appropriate independent 
variable. 

With this diff d out, the way is open to a mention of several 
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reservations which have to be attached to the naive form of the acceleration 
principle if it is to be a valid description even of the relationship its authors 
have in mind. Of these, the most important is that a positive rate of change 
of income will not induce a particular rate of investment unless industry 
is operating near capacity. The point is familiar enough, but its importance 
for the acceleration principle is by no means always realized. In the early 
stages of recovery there is bound to be extensive excess capacity. Under 
such circumstances the expectation that investment will become profitable 
sometime in the near future may be enough to halt disinvestment and to 
exercise a vaguely stimulating effect. But when output could be increased 
by 50 or 100 per cent in most parts of the industrial system without any 
expansion of plant, there is, surely, no simple arithmetic relationship be- 
tween the rate of increase of income and the rate of investment; increasing 
income does not yet apply any pressure that will induce firms to increase 
capacity. Here again the general idea that the authors of the acceleration 
principle had in mind is quite clear, as it is that they are again confusing 
short- and long-term considerations. If the rate of increase of income which 
has started in a recovery period continues long enough and is to be sustained 
indefinitely, then of course there will have to be a steady rate of investment 
sooner or later. But if this is all the principle means, then its application 
is at once limited to analysis of only the very late stages of a period of 
prosperity. 

In other and more analytic terms, for many values of the variable ‘“‘ag- 
gregate income,” investment is not determined uniquely by the derivative 
of income alone, and probably not even by income together with its deriva- 
tive. The significance of this conclusion for the theory of investment is 
obvious. Even accepting at its face value the validity of the relationship 
which the acceleration principle is supposed to express, it turns out to be 
a long-period theory of investment. It says that if the secular trend of 
income is upward at a fairly constant rate, then, on the average, a certain 
rate of investment must be maintained. It may be useful in short-period 
analysis of the crest of the trade cycle when equipment is fully employed. 
But it does not tell us much about those variations of investment around 
the trend which constitute the trade cycle, and it certainly does not explain 
these short-period movements so well as to leave no place for the rate of 
interest as an independent variable. 

Only rarely is any attempt made to employ the same principle to analyze 
disinvestment. Formally it should be true that a determinate rate of dis- 
investment will be associated with any given rate of decrease of income. 
The limitations on this proposition are rather similar. Just as a rate of 
growth necessitates a rate of investment, assuming full capacity, so a rate 
of decline determines the rate of disinvestment which will prevent the 
appearance of excess capacity. In fact, of course, the rate of disinvestment 
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omplish this purpose or to prevent firms from 
cases where production is not cut down. When 
enough to bring losses and idle plant, the in- 
ly dependent on the rate of change of in- 
ry has not yet turned losses into profits or brought 
[he rate of disinvestment is determined in such a 
tations of the more distant future when the move 
| partly by the technical possibility of using up 
only way disinvestment can take place. 
ttention merely to the independence of output 
hange in the amount of fixed capital when income 
nphasized too often that quite aside from changes 
tion the whole connection between the demand 
Harrod’s ‘‘consumption’’) and the derived demand 
nplex one. Even in a boom period when excess 
| rate of expansion of aggregate demand does not 
pon certain kinds of investment. Firms usually 
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or if alternative opportunities for using it are sufficiently attractive, even 
improvements that could earn a high rate of return will be left unmade. 
This does not mean that a high pure rate of interest will always be enough 
to restrict investment. If capital can still be raised cheaply through the sale 
of equities or if poorly secured long-term bonds and mortgages can be 
sold easily even if at rather high rates, then the restrictive effect may be 
negligible. This is a place where the modified concept of interest is the 
only serviceable one. 

So far in this discussion of the acceleration principle I have endeavored 
to accept what I conceive to be its underlying reasoning. Its authors begin 
by presupposing a close correspondence between the rate of change of 
output and that of demand. They then find a connection between invest- 
ment and the growth of output, i.e., of capacity. Thus the principle itself 
breaks down into two propositions: first, that the growth of demand and 
of capacity are equal (it is to this one that my previous criticisms apply), 
and, second, that the rate of investment is a constant multiple of the rate 
of change of capacity. This second is what I shall refer to as the underlying 
proposition of the acceleration principle. Stated in the above form both the 
reasoning that lies back of it and the objections to it are reasonably clear. 

First and most important, it disregards the possibility of intensive invest- 
ment entirely; in fact, it amounts to the assumption that there is no such 
thing. Intensive or cost reducing investment is defined as that which is 
not undertaken to increase output. As I have shown above, its volume is 
not independent of income, by any means, but there could perfectly well 
be a rate of intensive investment with a constant or even with a slowly 
declining aggregate income. It must be expected that income will in the 
future be fairly constant or that it will change smoothly. Although this 
condition implies a dependence upon the derivative of income, it has no 
similarity whatever with the relationship expressed in the acceleration prin- 
ciple. Intensive or cost-reducing investment is undertaken to reduce cost. 
It will be undertaken so long as conditions are such that the sacrifice of 
cost flexibility will not be too serious. It does not require an expanding, 
but merely a predictable, market. 

It is, however, rather too academic for this purpose to separate intensive 
and extensive investment rigorously, because an act of investment usually 
alters both output and method of production. Frequently a firm, when it 
requires greater capacity, will have the option of expanding its plant in 
several different ways. Some of the possible changes will be more costly 
than others but will permit operating costs to be lower or will have other 
compensating advantages. When the method of production is a variable 
in the problem, the amount that will be invested in providing any given 
increase in capacity is obviously not fixed. Therefore, a given rate of change 
of capacity does not determine uniquely a rate of investment. The kind 
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investment varies directly with income and its first derivative as it does 
inversely with the rate of interest. 


IV. Investment and Interest 


In the previous sections I have discussed the traditional theory of invest- 
ment, the concept of the rate of interest, and the relationship of income 
and investment. In one sense the results have been purely negative. The 
only positive conclusions it has been possible to reach are those same 
generalizations which, as I said at the opening of this paper, are to be 
found in any elementary textbook. There is not the faintest trace of novelty 
about them. The one other point that stands out clearly from all the analysis 
is that under dynamic conditions there is a considerable indeterminacy 
in the relationship of investment to existing prices and quantities because 
it is their probable future values that dominate businessmen’s decisions. 


| What this implies is that there is no real meaning to the question: how 


elastic is investment with respect to the rate of interest? This elasticity will 
vary so much from one phase of the trade cycle to another, and perhaps 
secularly as well, that the interesting problem is how and at what times it 
will be high. Therefore, such positive observations as I propose to make 
on the relationship of interest and investment can only be comments on 
the particular situations and ways in which interest, in other words, the 
availability of funds, may still be an effective regulator. 

To begin with, it would probably be agreed that when aggregate income 
in terms of wage units is dropping, especially if it has been doing so for 
some time, the rate of interest can have little or no stimulating influence on 
the rate of investment. Such investment as does occur under these citcum- 
stances is almost entirely of two kinds. In part it is that which is involved 
in the completion of projects already started or at least previously decided 
upon. For instance, much of the construction undertaken after a decline has 


| set in (such as that which occurred in New York City during 1920) is of 


this character. There is bound to be a certain number of large projects in 


process at the beginning of a depression which require a long time for 


their completion and which it is more profitable to carry through even 
on a falling market than to abandon half finished. Since this kind of in- 
vestment is being carried on only because of previous errors of judgment, 


| it is clear that no practicable lowering of the rate of interest will increase 


its volume. The reverse, however, is not true. These unfinished projects may 
be quite sensitive to any sharp rise in the rate, especially if it means that 
funds have become almost unobtainable because of general lack of con- 
fidence. Mr. D. H. Robertson is fond of quoting as an example of the kind 
of investment which is prevented by high rates the case of the unfinished 
Cunarder Queen Mary, upon which work was stopped for two years be- 
cause the nearly bankrupt steamship company could not finance it. 

The other place where investment may continue during the decline is in in- 
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dustries which are undergoing so rapid a development relative to others that 
their absolute expansion continues even when aggregate income is falling. 
Certain branches of the chemical industry in this country, for instance, 
were in this position during the great depression. Here, again, the guess 
may be hazarded that the elasticity of the rate of investment is very low 
indeed. Expansions or improvements of plant will not be undertaken in the 
face of declining activity unless they are virtually certain to prove profitable. 
In other words, the prospective rate of return on new equipment must be 
well above the conventional scale of interest rates anyway, if it is to be con- 
structed at such a time, and nothing short of a restrictive policy which 
makes capital highly unavailable is likely to affect investment decisions. 

The implications of this conclusion for monetary policy during a decline 
ere fairly obvious. If interest rates continue punitively high and funds are 
allowed to become virtually unobtainable for some time after a decline 
has set in, the decline will almost certainly be made more precipitous. On the 
other hand, the most that an easy money policy can hope to accomplish 
is to strengthen the cushioning effect of the kind of investment described 
above. It is almost onceivable that a decline, once well started, could 
be reversed merely by making capital cheap and available to potential 
borrowers. 

When aggregate income is rising, no such general conclusion can be 
stated, because, | mit, there will be so much difference between the 
elasticity of invest t when income is still low, i.e., during a recovery, 
and when it is high enough so that industry is operating at nearly full 
capacity. Again, it is necessary to consider the types of investment which 
are likely to dominate in the two situations. In the former, if the recovery 
is well started, it seems reasonable to assume that businessmen will ex- 
pect a considerable period of steadily expanding or at least stable markets. 
At the same time there is bound to be a considerable amount of excess 
capacity throughout the system; so that, as we have seen above, expanding 
income is far from making extensive investment imperative. These circum: 
stances are highly favorable to intensive investment, to purchases which are 
required to make up arrears of depreciation, to housing (which falls largely 
in the latter category), and to extensive investment which looks to the fairly 
remote future. All of these activities, I suggest, are, relatively, very sensitive 
to changes in the availability of capital. This is so, partly because, given 
a reasonable expectation of stability, the cost of capital can have a decisive 
effect on their ps lity (particularly so far as cost-reducing investment 
and housing at rned), mainly, perhaps, because the principal dec- 
sion which has to be made about all these activities concerns their timing. 
A low rate, especially if it is expected to rise as recovery proceeds, may lead 
many firms to undertake these types of investment sooner than they other- 


wise would, even if it does not open up hitherto nonexistent opportunities. 
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at The Pennsylvania Railroad electrification is the sort of project that would 
3 be affected, and the British housing boom certainly depended in part on 
e, easy money. Thus I would expect the rate of investment to be quite highly 
ss B® elastic in both directions with respect to the rate of interest in the early 
W stages of recovery, probably more so than in any other phase of the trade 
ne cycle. 

le. Turning to the case in which excess capacity has been absorbed and 
de income is still rising, a very different picture must be recorded. For one 
n- thing, it is probable that here the upper limit to the rate of investment will 
ch be set by rising costs and limitations of physical capacity in the capital 

Ny goods industries. Thus investment defined in real terms cannot respond 

ne to a lower rate of interest, and investment in money terms, say in terms 
ire of wage units, will be extremely inelastic to a drop in the rate of interest. 
ne Any increase in the demand for capital goods will call forth a sharp rise 
the in their prices or a refusal to supply them, which will immediately reduce 
ish the marginal efficiency of capital. The contrast with the other cases is worth 
ed Fe noting. When income is either declining or still low in a recovery, there 
ald is apt to be excess capacity in the capital goods industries. 

tial FH =©—For somewhat different reasons a rise in the rate is also likely to be 

hm ineffectual. When income is high and still rising, the relationship expressed 

be I in the acceleration principle comes into its own; expanding markets do 
the make extensive investment profitable and necessary. There is no doubt that 
ery, if capital can be made costly and difficult enough to obtain, even in this 
full type of boom the rate of investment can be controlled but it is apt to be 
nich highly inelastic, and discontinuously so. A small rise in the cost of capital 
ety is likely to have no effect upon it whatever. Yet a rise sufficient to exercise 
€x: B® real influence may break the capital market entirely and start a decline that 
ets. cannot be controlled. It may be said, then, in general, that under boom con- 
cess Ji ditions the rate of interest is an unsatisfactory regulator, although it will 
ling Jy serve to restrict the volume of investment if used sufficiently drastically. 
um J) Perhaps the major difficulty here lies in making funds really costly no matter 
| ate from what source they are secured. A buoyant stock market can offset high, 
gely long-term rates very completely. 

airly There is one type of situation which remains to be considered. Most of 
itive of the foregoing remarks apply to periods in which the direction and rate 
iven of change of aggregate income is well established; that is, to a decline once 
isive started or to a recovery and boom. But often just after the summit of a 
ment period of prosperity has been passed and usually in the trough of a de- 
deci: HANS pression there is what Mr. Harrod has called a breathing space in which 
ning the rate of investment is fairly constant and the influence upon it of income 
lead and the derivative of income is not clear. At such times as these, I suggest, 
thet RS the rate of interest may be able to accomplish a good deal. 
ties. 


The arguments which apply to the period of stagnation at the bottom 
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of a depression 1 t be rehearsed here. Once the decline in income 
has been definite! ted, a phase sets in which cannot be distinguished ac. 
curately from the early stages of recovery. Investment is likely to be elastic 
for exactly the same reasons as in the latter case. However, the period of 
hesitation just bet lecline sets in is quite different. Investment wil] 
have ceased to gt tr will perhaps have fallen off a little, especially if one 
or more new industries whose rapid development has led the preceding 
advance have reached their full size. (For example, the drop in automobile 
sales in the summer of 1929 was probably symptomatic of such a situation.) 
On the other hand, there will still be a large cushion of uncompleted projects 
and unfilled orders, and consumers’ incomes will not have started to decline. 
Thus aggregate income will not be exerting the decisive influence upon 
investment that it ; when decreasing rapidly, and there is a real chance 
that a sharp lowering of the rate of interest will take effect. It is not likely 
to stimulate further expansion of the industries whose relative development 
is slowing down, but it may open up other opportunities and direct invest 
ment into nev ls. If this reasoning is correct, then this is another 
point in the trade cycle where the elasticity of investment may be consider- 
able. 

Nothing could be more evident than the hazardous nature of these spec: 
lations about the effectiveness of the rate of interest, especially of the last 
one. Yet, from the very nature of the subject, no more definite and substan- 
tial observations | be expected. The results of the earlier sections of 
this paper can | mmed up in three conclusions. First, that the short 
period elasticity of investment will be lower and more variable under dy- 
namic than under static or stable conditions. Second, that the concept of 
the rate of interest should be broadly defined, because it is of relevance to 
the theory of investment mainly as an index of the availability of capital 
Third, that the relationship between investment, income, and the growth of 
income is affected with the same sort of indeterminacy as that betwee 
interest and investment. To these it may now be possible to add the two 
positive generalizations from this last section: that the rate of interest i 
likely to be a useful stimulant only in two phases of the trade cycle, and 


that at all times it will be more effective in lowering than in raising the rate 
of investment 
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SECURITIES MARKETS AND THE INVESTMENT PROCESS 


me 
ac- By KEMPER SIMPSON 
stic Washington, D.C. 


Many popular economic simplicities are as dangerous as they are engag- 
ing. Without necessarily denying the essential truth in these widely-held 
postulates, the economist can both enrich and give practical significance to 
his science by exploring and evaluating the important qualifications imposed 
by the ever changing processes of a real world. Thus, economics becomes 
a science of qualifications. For example, it has usually been assumed that 
when industry needs outside capital for an indefinite or long period it 
goes into the securities markets, and for a definite and short period it goes 
into the commercial banks. The distinction here indicated may be conven- 
jent and serviceable as a preliminary postulate, but the exceptions or quali- 
fications thereto furnish indispensable clues for comprehending the methods 
by which industrial investment is really effected. Moreover, these qualifica- 
tions suggest what seem to me some of the significant reasons why the 
economic system has not always worked of late years in accordance with 
textbook routines. 

Unfortunately the means of expression available to the economist are 
as much common property as the overworked pencil in a post office. And 
so each one of us generally insists on doing a little sharpening of his own. 
But the term “investment” does need sharpening. By it, the layman means 


hort: feue22 investor's use of capital to obtain property from which he expects to 
t dy. erive an income. But the economist has come to mean by “‘investment’’ 
nt of industry's use of capital to expand productive equipment The following 


uestions suggest some of the principles which might be followed in nar- 


vit owing the term, as the economist employs it. Should an undesigned increase 
th of gn the economy’s inventories of finished goods, caused by a sudden slump 
aoa n business, be considered evidence of investment? Can inventories, which 
> two feem@te in volume approximately equal at the beginning and end of a period 
sat in f rising prices, be used to indicate increased investment? When a corpora- 


ion borrows in a commercial bank or in the securities markets and keeps 
he bulk of the funds acquired in idle bank balances—even though these 
unds be designated “working capital’’—has the corporation “invested’’ the 
orrowed capital? Keynes’s definition of investment seems to imply a posi- 
ive answer to at least two of these questions, all of which I rather think 
hould be answered in the negative. 

At the outset we promised that we would furnish significant corollaries 
0 the generally accepted proposition that industry obtains in the security 
arkets the outside capital it needs for the expansion of its permanent 
roductive equipment and from the commercial banks manufactured capi- 
al for the financing of pay rolls, inventories, and for other temporary uses. 
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We shall find that industry has been allowed to use bank-created capital 
for permanent improvements, which perhaps should have been financed out 
of prior savings, and to employ the proceeds of security issues for working 
capital, which commercial banks could have furnished. 

In order to explore these miscarriages of capital disposal, we must first 


inquire into what happens to the proceeds of new issues, which are popv- 
larly believed to flow through the securities markets directly into industry, 
Since only a small part of the proceeds of new issues eventuates directly 
in investment, we must examine, and consider the effects of, some of the 
many unsuspected emergences of the capital flow when it fails to directly 
affect investment. Next we shall turn to the various channels through which 
bank-created capital reaches industry. Extension of such capital to industry 
directly through ordinary commercial loans is one thing; induction of such 
capital into industry through the securities markets, via the margin trader, 
or through loans to businessmen who use securities as collateral may be 
something very different. We shall learn that the margin speculation of 
nearly a:half-million Americans has significantly affected the method by 
which American industry has been financed. This will prepare us for con- 
sideration of the extent to which the federal government controls, or should 
control, the flow of capital into industry and the investment process. 


I. Proceeds of Security Issues 


The postulate that industry obtains in the securities markets funds for 


use in expanding productive equipment is sometimes assumed to imply 
that all the proceeds of new issues go directly to the issuing corporations. 
Analysis of the proceeds of new issues during the last decade will show 
that a relatively small part of the funds obtained from security flotations 


have evenuated directly in “investment” or “‘capital-goods formation.” My 
curiosity with respect to the specific use of such proceeds led me, while | 
was economic adviser to the Securities and Exchange Commission, to have 


a detailed examination made of the purposes stated in the prospectuses 
of all issues of any size during 1927, 1928, and 1929. The figures, which 
I hope to publish in the near future, show that only from 7 to 12 per cent 
of the total proceeds of new issues were used during those years for expan- 
sion of the issuing corporations’ plant and equipment, although anothet 
8 per cent was used by them for the outright purchase of existing plants 
from others. In 1929 over 38 per cent went to investment trusts, holding 
companies, and financial companies, and nearly 16 per cent was for fe 
funding. Even larger percentages, 30 per cent and 26 per cent, were for 
refunding in 1927 and 1928. In short, when one hears of the ten and eleven 


billion dollars of new issues for 1928 or 1929, that does not mean that 
issuing corporations rece ived directly or used any such sums for expansion 
of productive equipment. Nevertheless, even if we make deductions fot 
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foreign, investment-trust, and refunding issues, we find that the funds 
acquired by industry during those years were in excess of what it used for 
plant extension. 

The more accurate analyses of the uses of proceeds of new issues during 
1934, 1935, and 1936, made possible by registration requirements under 
the Securities Act of 1933, give much the same conclusions. About two- 
thirds of the total proceeds of the new issues of 1934, 1935, and 1936 
were used to refund existing issues, and only a small part of the other issues 
eventuated in new investment. 

When the proceeds of new issues do not immediately eventuate in ex- 
pansion of productive equipment for the issuing corporations, the devious 
passages through which the capital flows may be hard to trace. And it is 
even more difficult to attempt to measure the extent or volume of flow: 
through various channels. 

It should be borne in mind that often the chief motive of a security 
issue is not capital-induction into, but in a sense capital-withdrawal from, 
the issuing corporation. In a Johns Hopkins study published in 1921 I 
found that many industrial issues, especially during the first two decades 
of the century, were really sold for the account of successful businessmen 
who wanted to dispose of their security holdings in the businesses they had 
built up. Moreover, some so-called secondary distributions have at times 
been classified as new issues. They represent sale to the public of a large 
block of securities held by some large holder, anxious to get out his capital 
and diversify his investments. 

Some of the important industrial flotations of the first decade of the 
century were motivated by a desire of corporate enterprise to free itself 
from the control of the commercial banker. During the twenties the great 
corporations never forgot the difficulties they had had with the commercial 
bankers at the beginning of that decade. And as late as 1927, an estimated 
9 per cent of the total proceeds of new issues was used to pay off corporate 
indebtedness to commercial banks. We shall later show that the great 
corporate surpluses built out of the large earnings of the twenties and the 
unused proceeds of new issues floated during the New Era have of late 
years made Big Business much less dependent on commercial bank loans. 
Even as late as December, 1936, Sidney Weinberg stated that our large 
corporations were ‘‘well fortified with cash even after the depression.” 

We should stop to realize that whenever proceeds of new issues, or 
parts thereof, are used to pay off a bank loan, the issuing corporation is 
using capital to settle for such investment as it previously made when the 
bank loan was incurred. Likewise, when new issues are for refunding, they 
do not directly eventuate in any new investment. The refunding issues of 
late years have merely helped to make effective in industry the low interest 
rates needed by the federal government for its extensive deficit financing. 
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And the reduced interest yields on bonds together with other factors served 
to inflate stock pri luring 1935 and 1936. 
Investment-trust issues of the last ten years represent another factor that 


has served to inflate stock prices. Some few of these companies may have bi 
employed the proceeds of new issues for investment in new enterprises, th 
but the bulk of the capital obtained has been used to buy stocks, particularly 
market leaders. Thus, proceeds of investment-trust issues may serve to St: 
bring about maladjustments in the market values of various classes of secuti- (a 
ties rather than further directly the investment process. it. 
The captains of industry who withdraw capital from their enterprises su 
by sale of securities and the large stockholders for whom secondary distti- see 
butions are effected use the funds they receive to buy a diversified list of col 
seasoned issues. Some of these elderly gentlemen of the pre-War decades nol 


went in for municipal bonds, but the New Era generated a stock-minded- 
ness which but few have since resisted. 

When these beneficiaries of new issues and when investment trusts buy 
stocks, the sellers receive funds which they may use for a variety of purposes. 
They may keep them as idle balances in commercial banks or as time or 
savings deposits; they may put them back in the stock market; or they may 


increase their purchases of consumers good and luxuries. To the extent 
that the luxury-goods industries are thus enabled to build up their corporate 
surpluses, they are encouraged to make later investment; that is, to expand 
their productive equipment. But this indirect and devious movement of 
capital into industry creates certain definite problems which will receive later 
treatment. 


We have now reached a point where we must expand one of the most 
important qualifications to the generally accepted thesis that industry obtains 
in the securities markets funds for expansion of productive equipment and 


for permanent improvements, whereas its demands for temporary financing 
and for working capital are met by commercial banks. It has already been 
suggested that during the New Era, Big Business was able to increase its 
corporate surpluses and to obtain considerable funds in the securities mar 


kets. Indeed, the corporate profits of the twenties and the new issues of 
those years were much in excess of industry’s requirements for plant ex 
tension. When the large corporations found the market values of thei 


securities far above their book values, they were naturally tempted to ge 
the public’s money while the getting was good. But after the money ws 
received, they were not always prepared to spend it immediately for pro 
ductive equipment 

Between 1927 and 1929, 450 of the more important industrials, railroads, 
and utilities increased their investments (for the most part in securities) bj 


over 1 billion dollars, and their cash and receivables by another billion. 
During the 1929 speculative orgy they had so much idle cash that they threw 
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large funds in the call-money market. As a result, when the depression 
came, Big Business had much of its large corporate surpluses in cash. The 


at 450 corporations referred to were able to maintain their cash at about 4 
ve billions during the depression, and even in 1932 the total declined less 
eS, than 5 per cent. 
tly These statistics for the 450 corporations were gathered by the Standard 
to Statistics Company. From balance sheets for some 270,000 corporations 
fi- (all financial corporations excluded), reported in the Statistics of Income, 
it appears that the medium sized and small corporations did not have such 
Ses success in maintaining their cash during the depression. In 1931 the decline 
tri- seems to have been greater than 20 per cent. But medium sized and small 
of [§ corporations had not had such easy access to the securities markets, and had 
des not been able to build up their cash reserves during the boom. 
led- Sale of securities, large profits, and conservative dividend policies during 
the late twenties enabled Big Business to carry such large cash reserves 
buy through the depression that its dependence on commercial banks was largely 
SES. obviated. But the rest of business did not have that advantage. And naturally 
e of those small and medium sized firms with dwindling cash reserves found 
may JPthe commercial bankers less interested in extending credit. These facts 
ctent explain the statement before the Investment Bankers Association at the 
rate FH Bend of 1936 that underwriters’ attempts to sell issues of $1,000,000 and 
band less were prompted by the lack of demand for security flotations from 
it of BBlarge corporations, “well fortified with cash even after the depression.” 
latet By Moreover, the large depreciation reserves accumulated by the great corpo- 
Prations all during the last decade have apparently not been fully reinvested 
most gin plant and equipment and considerable portions of these reserves were 
tains kept in liquid form. Indeed, the percentage of cash to volume of sales, 
t and Gor any other index of business volume, rose so during the depression that 
ncing usiness, especially Big Business, was often accused of hoarding. 
been HB The freedom of Big Business from banking control is in a sense com- 
ise its FH Mparable to the independence achieved by the German commercial banks 
; mat B Bduring the twenties. It should be remembered that Schacht warned that 
ues of HBAmerican investors and banks, by pouring funds into Germany, were 
nt ex B gmaking it impossible for the Reichsbank to exert its proper control over the 
* thet B@banking system. Perhaps American investors and banks ought to be warned 
to get ot always to be so ready to advance to business large funds which do not 
ey wai Bmave to be paid back or accounted for regularly, as do ordinary commercial 
pro rowings, 
The easy access of business to the securities markets during the twenties 
Jroads, Bot only removed it from the control of the Federal Reserve system but 
ies) by Bumelso tended to vitiate some of the most important banking reforms which 
billion. ByBhe institution of the system had been calculated to effect. Those who 
y threw Byramed the Federal Reserve Act deplored the concentration of funds in 
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the speculative vortex, of which New York City may be the center but whose 


periphery takes in a much greater area. They saw the danger in allowing 
the banks to keep so large a part of their funds in loans on securities. The 
Reserve banks, therefore, were set up to decentralize reserves and provisions 
were inserted, and other provisions later added, which were designed to 
increase the use of acceptances and commercial paper. But in 1928 and 
1929 there was a concentration of funds in the speculative vortex to an 
extent that had never been previously witnessed. Moreover, bank loans 
on securities have continued, whereas the use of acceptances and com- 
mercial paper has not been increased. 

The failure to extend the use of acceptances and commercial paper in 
this country was one of the subjects of inquiry by the Senate Committee 


on Banking and Currency in 1931. Both the Federal Reserve Bank of New 
York and the Federal Reserve Bank of Boston stated in their answers to 
the Senate Committee’s questionnaire that capital issues had supplanted 
ordinary commercial bank loans as well as commercial paper and accept: 
ances. 

II. Industry's Use of Bank Credit 


Having shown that business has been allowed to use the securities markets 
to obtain liquid capital, we shall now inquire into what extent it has 
directly or indirectly obtained from commercial banks the means of financ- 
ing fixed and permanent improvements. 

Little did the goldsmiths and the bankers of Amsterdam dream what 
they were starting when they began their manufacture of paper mone! 
And little did those who set up our commercial banking system foresee to 
what uses its credit was to be put. Once upon a time we could have told 
the elementary student of banking that bank deposits were largely created 
by loans to merchants and industrials in need of funds to finance pay rolls 


and inventories prior to payment for goods in process or for goods sold but 
not paid for. But that time has passed. 


When present commercial bank deposits are compared with those before 
the War, the increase appears staggering. But the increase cannot be ex- 
plained by any significant growth in commercial loans of the type com- 
mercial banks were created to extend. An unhealthy percentage of the 
world’s gold stock, a political silver policy, government deficit financing, 
and increased loans on securities explain in large measure the growth of 
bank deposits. The government, forced to spend during the depression, was 
given blank checks by the banks, and the created deposits were checked 
out to, and retained by, business and those individuals who are not forced 
to spend all they receive for daily necessities. In passing it might be mer 
tioned that this manufactured money is the kind of cash my friend, Mr. 
Charles R. Gay, and others talk about when they say that the bull market of 


1935-36 was a cash market 
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e Now it is true that the loans of the commercial banks have increased 
2 somewhat, but most of that increase is explained by the increased loans 
ie on securities and real estate. Since large corporations can get all the capital 
iS they need in the securities markets, and since small corporations especially 
fo of late years have not seemed such good risks, the commercial banker has 
d come to favor loans on marketable securities. They require only the services 
in of a margin clerk who can accurately check daily quotations. But these 
is pawnbroker loans differ materially, both as to nature and purpose, from 
n the kind of loans a real commercial bank might be expected to make. 
On June 30 of this year member banks had 11, billion dollars of loans 
in to brokers and dealers and about 2% billions of loans on securities to bank 
ee customers other than brokers and dealers against 624 billions of loans 
W otherwise secured and unsecured. The 1]/ billions of loans to brokers and 
to dealers were intended for their own, or their margin customers’, purchases 
ed of securities. Moreover, at least 35 per cent of the 2% billions of loans to 
t: bank customers was for use of those who trade on margin but who like 


to think they are not margin traders because they operate in a bank.’ Of the 
24, billions of loans to customers other than brokers and dealers at least 


ots 28 per cent was granted business men who were borrowing for commercial 
1s purposes on security collateral. 
«- Commercial bank credit, then, may be directed into industry for per- 
manent investment (1) via the commercial borrower who uses securities 
vat as collateral; and (2) via the margin trader who may enable the securities 
| markets to absorb a larger volume of new issues than could be absorbed 
to were margin trading prohibited. These two channels through which bank- 
Id created capital may flow into industry will be considered in the order indi- 
red cated. 
lls Those who wrote the margin provisions of the Securities Exchange Act 
but of 1934 and those who have formulated the margin regulations for the 
Board of Governors of the Federal Reserve system have never seemed to 
ore doubt the wisdom of allowing the banker to extend as much credit on 
eo security collateral as he deems wise, provided the credit is to be used for 
or commercial, and not for speculative, purposes. But many intelligent laymen 
the today, who do not pretend to understand but who nevertheless sense a 
ng danger in the ever increasing manufacture of bank money, are beginning 
of to ask what restrictions ought to be put on the ease with which such money 
wis is being created. Formerly we were able to say that bank deposits were 
ked expanded through the necessities of business, as indicated by a larger volume 
ced of temporary loans for certain weli-approved purposes. Moreover, such 
en: bank money naturally contracted during business recessions. But although 
Mr. the bankers can and do call demand loans on security collateral, such loans 
t of 


‘This 35 per cent is a minimum, derived from Federal Reserve Bulletin, Aug., 1937, 
Pp. 746. 


| 
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are usually left untouched so long as the value of the collateral is adequate. 
Security loans, as Professor Sprague pointed out so many years ago, are 
more rigid in the banking structure than ordinary commercial loans, com- 
mercial paper, or acceptances because there is usually no provision for their 
regular liquidation. During the depression real estate loans remained prac- 
tically unchanged and loans on security collateral to bank customers other 


than brokers or dealers were much less reduced than ordinary commercial 
loans. 

Loans on security collateral to commercial borrowers are not necessarily 
granted to meet specific and temporary financial needs. The banker does 
not have to bother whether the borrower even sells the goods the loan might 


have been intended to finance. Indeed, the borrower may have originally 
intended to use the bank credit obtained for permanent investment in 
plant or machinery. The effect of the 1937 stock market crash on those 


commercial borrowers who used security collateral is a subject of inquity 
which the Board of Governors of the Federal Reserve system should not 


neglect. It is often said that a severe stock market crash has a bad psycho- 
logical effect on industry. But the effect may be more than psychological, 
especially if businessmen who borrow on securities are forced to find more 
collateral or to meet loans which they had made no plans to liquidate. 


We now turn to examine the extent to which bank credit has been 
inducted during different periods into industry via the margin speculator. 


Perhaps the most significant justification for margin speculation is an eco- 
nomic one. It is reasoned that when businessmen are optimistic and want 
to sell new issues, stock prices are usually rising on the exchanges. At such 
times margin traders come in and bring in bank funds, which may help to 
absorb the new issues. True, Section 11(d) of the Securities Exchange 


Act makes it illegal for a commission house underwriter or a commission 
house distributor to finance his margin customers in the purchase of any 
new issue which he is underwriting or distributing. But margin traders 
who usually buy market leaders, are assumed to buy from investors or from 
other sellers, who are thus given funds with which to absorb the new 
issues. In this way margin trading is assumed to further the investment 
process. But a little scrutiny will indicate that it may not be so simple 
as it at first appears 


A margin trader may buy a market leader from an investor who decides 
that his stock has risen too much in price and who may want to reinvest 
his funds in a new issue. But what is even more probable is that the margin 
trader will buy from another margin trader, who will then turn right 
around and use the funds received to buy some other market leader. Of 
course, this serves to increase stock prices. Moreover, if the cautious it 
vestor sells out, he may hesitate before investing in new issues, which are 


usually brought out on about the same yield basis as that of existing 
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securities. If he deposits the funds in a bank, the funds may or may not 
be used by the bank for the purchase of industrial, railroad, or utility 
bonds. Certainly some sellers of securities, as well as those with paper 
profits, increase their purchase of houses, automobiles, and luxuries. 

During the last three years idle bank balances of wealthy individuals 
and corporations have been so extensive that induction of bank-created 
capital into the securities markets via the margin trader has certainly not 
been necessary to absorb the relatively small volume of new issues that 
has been floated there. But during the years preceding the crash of 1929, 
margin buyers did make it possible for business to acquire larger funds 
in the securities markets than it could have acquired had margin trading 
been prohibited. To the extent that issuing corporations used the funds 
received to further the investment process, the margin trader directed the 
flow of bank credit into the expansion of industry’s productive equipment. 
To the extent that the issuing corporations used the funds received to pay 
off bank loans or to acquire cash so as to obviate future bank loans, the 
margin trader transferred the funds he received from the commercial 
banker through the investment banker to industry with the result that 
industry was allowed to dispense with the services of the commercial 
banker. As I have said many times of late, the commercial banker today, 
laden with government bonds and leaning on security loans which are 
being criticized by reformers and shrunk by legislation, may be in the 
soup, but he has certainly been one of its cooks. 

We have reached a point in our journey where we must look back over 
the tortuous channels through which we have traced the flow of savings 
and bank-created capital into the securities markets and industry. With 
better perspective we may be able to get a better grasp of the larger effects 
of that flow. 

First, when issuing corporations use the proceeds of new issues to pay 
off old bank loans and to acquire liquid balances which obviate future 
bank borrowings, they remove themselves from commercial banking con- 
trol. Furthermore, the commercial banker has at times aided in industry’s 
liberation by putting into the securities markets, via the margin buyer, 
bank-created capital, which has enabled corporate issuers to obtain larger 
funds. 

Second, where those who receive all or part of the proceeds of new 
issues are individuals desirous of diversifying their investments, the capital 
teleased seldom flows directly into industry, and usually first increases 
the market prices of high-grade bonds and investment stocks, chiefly market 
leaders, 

Third, some of the proceeds of new issues do eventuate in new invest- 
ment. But where the issuing corporation merely acquires an already existing 
plant, no new investment is necessarily affected. 
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Fourth, commercial bankers have extended to industry bank-created 
capital, which is not so conveniently expanded and contracted with the 
needs of business: (a) through security loans to commercial borrowers; 
(b) through margin speculators when their purchases help to absorb new 
issues. 

Fifth, margin buyers usually buy market leaders, and thereby lift the 
general level of stock prices. 


III. Direct and Indirect Expansion of Industry's Productive Equipment 


Investors’ savings and bank-created capital eventuate in investment: 
directly, when they are used by corporate issuers to expand their produc- 
tive equipment; and indirectly, when they serve to raise prices of existing 
securities and encourage those with realized and paper profits to increase 
their purchases of houses, automobiles, and luxuries. 

Simon Kuznets’ measurements for the “flow of producers’ durable goods 
to enterprises’’ and the Federal Employment Stabilization Board’s estimates 
of business construction give us some idea of the rate of expansion of 
industry's productive equipment between 1925 and 1933. For reasons, 
which time does not permit me to explain, I have used Kuznets’ 1929 
series, which is unaffected by changes in the price level, but I have had 
to use the business-construction series without such price adjustment. A 
log-paper comparison of these series with new issues suggests that capital 
formation during the New Era was effected at a slower rate than was 
formerly believed, and substantiates the evidence already given concerning 
the relatively small percentage of the new issues of that era that eventuated 
in investment. 

Other series used in statistical analyses of business cycles to indicate the 
general course of investment activity show that although business was ex- 
panded in 1928 and 1929, the expansion appears less marked than that 
which accompanied certain other booms—for example 1906-07 and 
1919-20. But it should be remembered that the level of production and 
investment activity after 1922 was generally high and that it was partly 
for this reason that the 1928-29 rise may not appear so exceptional when 
graphically represented. Indeed, with the exception of a slight recession in 
business in 1924, and a slighter one in 1927, the level of industrial activity 
was maintained at such a height during all the years from 1923 to 1929 
that the period stands out as the longest boom period of the century. 

Although I am not entirely satisfied with the data I have assembled to 
measure the effect of stock-market profits, realized or paper, on the ex- 
pansion of consumers-goods and luxury-goods industries, I feel that I 
should present here the tentative conclusions these data seem to afford. 
Kuznets’ series for the “flow of durable goods to consumers” and the 
Standard Statistics Company's index of the production of consumers goods 
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were used to study the effect of booms on the consumers-goods industries. 
Separate tabulations of the values of consumers goods and of luxury goods 
were made by using the biennial figures of the Census of Manufactures, 
but the classifications presented obvious difficulties. 

The statistics indicate an increased flow of consumers goods, especially 
consumers durable goods, during the twenties. But the flow increased at a 


| more rapid pace during the first half of the decade, whereas stock-market 


profits were much greater during the second half. The increase in 1929, how- 
ever, was noteworthy. But the same was not true of 1927, when business 
was off although the stock market was booming. The shut down in the Ford 


plant undoubtedly accounted in large part for the 1927 decrease. The de- 


cline in the value of luxury-goods production during the depression was 
particularly significant. But what should be noted is that the value of luxury 
goods produced in 1933 was considerably below the value of such goods 


produced in 1931, even though during the latter part of 1930 and all during 
© 1931 stock prices were falling and during a considerable part of 1932 and 


1933 stock prices were ascending at a rapid pace. Of course, declining com- 


modity prices and cheaper substitutes help to explain the reduced values of 


1933. In summary, it can be said: that the consumption of luxury goods 
during the twenties was stimulated by stock-market profits, but the effect of 


4 such stimulation should not be exaggerated; that production of durable 


consumers goods and luxuries is much more affected by business prosperity 
than by conditions in the stock market; that during the depression even 


| buoyant stock markets had but little effect in increasing the demand for 


luxury goods, when widespread unemployment and reduced wages lowered 
the community’s purchasing power. 


IV. Control of Flow of Bank Credit and Investors’ Savings into Industry 


When the many unsuspected diversions taken by capital in its flow 
through the securities markets into industry are considered and when the 
danger in some of its emergences are realized, one may view with alarm our 


} economy's far departure from the state characterized by the economic simpli- 


city announced at the outset of this paper. But if we should propose that 
industry be allowed to acquire from the securities markets only investors’ 
savings for certain definite purposes and from the commercial banks only 
loan-created deposits for certain other definite purposes, we would be told 
that in our modern money economy investors’ savings embody, or result 
from, commercial bank deposits and that commercial banks have large 
funds for permanent investment of one kind or another. And that is true. 
But since the theses of economics, the science, can only state tendencies, 
which are subject to ever changing qualifications, the proposals of economics, 
the art, can only furnish partial correctives, the value of which depend upon 
how well they meet those ever changing qualifications. 
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he Federal Reserve Act, itself, would act as a cor. 
luction of commercial bank credit into the securi- 
ijo0 Report was prophetic when it announced in 1913 
hich excessive funds could be kept out of the speculs- 
to limit the proportion of its resources as may be 
tock exchange collateral.” It also stated that no cur. 
ver will be devised that will prevent banks from using 
idvantage. Those who made these prophecies were 

ilative orgies of the twenties. 
f the Federal Reserve Board fought in 1929 for 
rect action’’ to prevent banks from furnishing exces. 
But it was not until the Emergency Banking Act 
rities Exchange Act of 1934 that the principle an- 
Report of 1913 was accepted and embodied in law. 
nge Act of 1934, the principle was concretely put 
r given the Board of Governors of the Federal 

margin trading. 

| that the Securities and Exchange Commission has 
matters and that the Board of Governors of the 


tem has done all that it was supposed to do; that is, 


f credit for the purchase or carrying of securities.’ 
rlook two things. First, the Commission could have 

f bank credit employed by brokers under Section 8(b) 
nge Act, which section it has thus far used merely as 
ind legal discussions. In the near future I hope to 
lysis of the real purposes and the limitation of this 
Board should not have sat by and allowed the opinion 
36 bull market was a “‘cash market,” in which 
excessive.” Indeed, the great increase of “cash,” 
silver legislation, and government deficit financing, 
seemed reasonable security loans ‘excessive’ under 


ring the last two years I suggested that margin te- 

| by substanial percentages as the stock price level 

1 bull market that we can attain a so-called ‘‘cash 
two reasons for those suggestions. First, a comparison 
ty loans to market values for the new-era and new-deal 
margin requirements for 1928-29 had not been 

| the margin requirements for 1935-36 were not 

; not always remembered that the New York Stock 

| margin requirements during the New Era, when 
itket values for the purpose of calculating margis 
progressive and vigorous increases in margin requite 
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ments during bull markets could be employed as a check, just as raising 
rediscount rates, restrictive open-market policy, and augmented reserve 
requirements are so used. 

The necessity for such policy to supplement the other restrictive controls 
available to the monetary authority should be apparent from what has been 
pointed out earlier in this paper. Under the assumption that industry gets 
its fixed capital by sale of securities or from its own corporate surplus and its 
extra funds from the commercial banks, restrictions on the volume and cost 
of such extra funds might be sufficient to temper a boom. But since Big 
Business has of late years used investors’ savings for working capital and 
has acquired indirectly through the margin trader all the commercial bank 
money it could want and for indefinite periods, it is almost completely re- 
moved from control by the monetary authorities. It will be argued that those 
corporations which acquire large funds at the beginning of a bull market 
will not be affected by increased margin requirements after the market has 
advanced. The truth of this argument may furnish some justification for the 
eventual establishment of a permanent cash market. But even if that is not 
accomplished, increasing margin requirements as a boom progresses will at 
least restrict the flow of bank-created capital to corporations that did not 
get in at the start. 

In passing, the obvious advantages which Big Business has over Little 
Business in being able to tap commercial bank credit through the margin 
trader should be emphasized. Analysis of the balance sheets of corporations 
with different sizes of assets for certain years is afforded by the Statistics of 
Income. This analysis indicates how much more small and medium sized 
business units depend on bank loans than does Big Business. Whenever 
excessive speculation (as in 1928 and 1929) is accompanied by rising call 
money rates, the increase is soon reflected in other short-term rates. Accord- 
ing to Riefler, this eventually tends to increase the cost of credit to banks’ 
commercial borrowers. 

If margin control is continued and extended, attention should be given 
not only to the speculator but also to the commercial borrower who uses 
securities as collateral. And even if the security loan is not done away with, 
provisions for its prompt retirement should always be exacted. 

Now that the various controls on the extension of commercial bank credit 
have been so fully developed in our existing banking and securities legisla- 
tion, the question arises as to the necessity for some further control of the 
flow of capital into the securities markets. The Securities Act of 1933 is only 
calculated to tell the investor exactly what he is getting, whatever it may be. 
The efficient Registration Division of the Securities and Exchange Com- 
mission has attempted from the beginning to obtain such full disclosure as 
to make doubtful ventures appear unappetizing. But large corporations with 
good records and willingness to disclose frankly all information demanded 
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by the Securities Act cannot be kept from getting all the money the market 
will allow and from using it for purposes which may be of doubtful value 
to the economy at the particular time it is so used. 

At the present time I have not completely made up my mind as to the 
relative advantages and disadvantages of further controlling the flow of 
savings to industry through the securities markets. But I have no doubts 
about the Securities and Exchange Commission’s responsibility for insist- 
ence on full and frank disclosure by big corporations as well as by small 
corporations desiring to register new issues under the Securities Act. There 
was no need in 1934 in my opinion for the relaxation of registration re- 
quirements. New issues should not have been sanctioned where surpluses, 
created out of the ink wells of accountants and appraisers, were carried 
on balance sheets. The Commission should not have felt itself called upon 
to “break the jam in the capital markets.’’ And, after all, its compromise 
availed but little. Big Business did not need to borrow very much partly 
because of its large liquid resources and partly because it did not have the 
confidence to extend its investment operations substantially. As a result of 
the Commission's lenience, as I have already publicly said, bondholders 
found themselves with only part of their former income and sometimes with 
but part truths about their securities. 


V. Reduction of the Amplitude of Cyclical Fluctuation 


The economist has too often been led into the philosopher’s temptation 


to construct a monistic system, when a pluralistic one might be more reveal- 
ing. This temptation has led many of us when accounting for the business 
cycle to overestimate the one cause which happens to engross our attention. 
Some have refused to look anywhere but at the planets and the sun, while 
others have kept their eyes down on the soil and its changing bounty. Some 
have dwelt only on man’s too great haste in the multiplication of the means 
of production. Others have seen only knaves in the counting house. And true 
as is the psychological fact that all men become by turns elated and depressed, 
this truth does little more than help us to realize the inevitability of the re- 
currence of hard times 

How can the amplitude of cyclical fluctuations be reduced is the practical 
question. It is alarming that this amplitude seems to be widening, despite 
the improvement of economic statistics and the help they should furnish 
business in forecasting and thus ameliorating depression. Even those of us 
who hold an eclectic theory of the business cycle cannot but be alarmed 
when we see the expansion of bank credit proceeding at a rate unrelated to 
the augmentation of goods and services and when we consider the possible 
effect of this disparity in unbalancing industrial production and in mal- 
adjusting market valuations. Although there may be no one set or sequence 
of economic factors that explains, or accompanies, all booms and depres- 
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sions, the relation between saving and investment warrants consideration 
as one factor of importance. 

The significance of Keynes’s identity of money savings and money in- 
vestment by definition and the validity of his mathematical demonstration 
of the equivalence of money savings and money investment are controversial. 
Does he not in effect use a single entrepreneur's profit and loss account, 
which merely represents the result at a certain moment of the transactions 
during a certain period, to build up an accounting for the interrelations of 
a dynamic economy? His ingenious demonstration that what he calls invest- 
ment automatically creates what he calls savings seems to carry with it the 
implication that industrial expansion can be effected at almost any rate with 
impunity. All of us want the ever-more-abundant life, but some of us mis- 
trust the stimulation that seems to give it to us with one gulp and on short 
notice. Some theoretical thinking—perhaps less abstract than that of Hayek— 
ought to be devoted to (1) the clarification of the effect on the investment 
process and the business cycle when industrial expansion is financed by in- 
creasing quantities of bank credit rather than by investors’ previously ac- 
cumulated savings; (2) the apparent waste of investors’ savings and bank 
credit when business is allowed to acquire and hold larger cash reserves 
than even prudent finance would dictate. 

Until we are given more light on these theoretical questions, we must 
hope for continued and even more stringent government restriction on the 


flow of bank credit into the securities markets, even if only to obviate the 
disturbing price maladjustments which it causes in those markets. And we 
must consider the possibility of some control over the almost unrestricted 


access to investors’ savings that business, particularly Big Business, today 
enjoys. 
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THE RELATION OF PRICE POLICY TO FLUCTUATIONS 
OF INVESTMENT 


By Corwin D. EDWARDS 
Adviser, Federal Trade Commission 


Since the distinction between corporate enterprise and other enterprise 
appears to me to be unimportant in discussing price policy or investment, 
I propose to speak of price policies rather than corporate price policies, as 
announced in the program. Since my subject is price policies rather than all 
factors affecting price movements, it concerns only a part of those influences 
which bear upon the level or the relationship of prices. Within the broad 
environmental conditions which set limits to anyone’s freedom to manipv- 
late a price, many concerns today have a partial control over the market for 
their own products. They follow administrative policies intended to influence 
the price. It is the relation of these policies to investment which I propose 
to discuss. Although new investment is not quite synonymous with the pur- 
chase of capital goods and consumers durable goods, the preponderance of 
investment takes this form. The fluctuating output and sale of the durable 
goods industries may be regarded as a rough measure of the fluctuations of 
investment. 


I 


Industrial price policies express and seek to cope with an inherent vulner- 
ability in the status of modern industrial enterprise. Most concerns must 
face an unstable market. Demand is unstable because of changes in standards 
of living, in the number, character, and distribution of the people, in the 
amount and distribution of income, and in the availability of substitutes; 
supply is unstable because of changes in technology, in the costs of con- 
structing new equipment, in the availability of credit, and in the readiness 
with which various concerns may reach a market. Prices are unstable partly 
because of these other instabilities and partly because of changes in the in- 
tensity of competition. Some instabilities are inescapable aspects of trends 
of change; others are incident to the gyrations of the business cycle. Most 
of them accentuate one another. 

Yet, though the market fluctuates in a way largely unpredictable, industry 
has grown less flexible. With the expansion of the machine process and of 
the more elaborate administrative organization incident to the development 
of large enterprises and wide markets, a larger proportion of costs have 
taken the form of annual charges either fixed in amount or not subject to 
much change as output varies. Hence, fluctuations in sales without corte 
sponding fluctuations in expenses have come to mean much wider fluctua- 
tions in profits, and there is a strong incentive to maintain output at or neat 
capacity. This condition, conspicuous in large enterprises, prevails also in 
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many small ones, and, as farming has been drawn more fully into the money 
economy, has become characteristic of agriculture. When the unstable in- 
fluences of the market increase capacity considerably beyond the level of sales 
or reduce sales considerably below existing capacity, the incentive to use 
price competition as a means to maintain sales is so great that it may readily 
produce a price war. Prices may fall so low that they no longer cover fixed 
charges, to the theoretical lower limit of the expenses which could be 
avoided by shutting down the plant; that is, approximately to the direct 
cost of materials and labor. The desire to preserve established trade connec- 
tions sometimes induces the producer to sell for even less than direct cost. 

The ice industry, which is dominated by fixed costs, a limited market, a 
demand which varies with the weather, and a decline of sales due to the 
spread of electric refrigeration, affords a classic illustration of such condi- 
tions at work. In the last few years, price wars in various cities have carried 
the price of ice as low as one dollar a ton, when, according to informed esti- 
mates, the cost at the manufacturer’s platform lay somewhere between one 
dollar and eighty cents and three dollars a ton.’ If competition persists, such 
price wars may continue until demand increases or part of the capital equip- 
ment becomes obsolete. Even the bankruptcy of the financially weaker enter- 
prises does not necessarily reduce the competitive pressure, for the bankrupt 
equipment, recapitalized at a lower value, may continue to produce. In many 
cases, however, the competing concerns terminate the war by finding some 
way to restrict competition. Price wars in the ice industry often end in a 
tacit or overt understanding among competitors, and thereupon the price 
rises to between four and five dollars a ton. Among the techniques for 
limiting competition have been the buying out of competitors’ plants, the 
allocation of sales quotas or sales territories, the establishment of minimum 
prices, and the use of racketeers to drive out price cutters. In many cases 
the mere fear that such a war may develop is sufficient in itself to secure 
the observance of tacit understandings to maintain prices or to divide the 
available market. This fear is great enough, both in the ice industry and 
elsewhere, to generate the feeling that a price cutter is either a fool or a 
traitor. 


II 


A principal purpose of most price policies is to avoid price wars by limit- 
ing competition. Of course, the desire to limit competition is as old as the 
desire for monopoly profits. But efforts to control prices appear among 
concerns which in many other respects are in sharp competition. Many busi- 
ness groups and some economists are today convinced that the edge of price 
competition should be dulled, not for monopoly gain, but to promote the 
orderly operation of industry. The threat to solvency inherent in markets 


1H. B. Drury, “Production and Capacity Control in the Ice Industry,” NRA Division 
of Review Work Materials No. 64, pp. 5, 36, 41, 43. 
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which develop price wars has made programs of price control more wide- 
spread and more open than before. From this point of view, price control 
is partly due to the peculiarly wide cyclical variation in the sales of durable 
goods and to fluctuations in the markets of other industries for which 
changes in the activity of the durable goods industries are largely respons- 
ible. 

In general, price policies seek to stabilize prices. A stable price, as the 
term is used among business groups, is not merely one which changes seldom. 
Such a price resists movement in a downward direction and does not long 
remain below a level which is satisfactory to the producer. Some stabilized 
prices, like the price of steel rails in boom periods, may be stable against 
an increase as well as a decline; but others, among them many building ma- 
terials, rise readily if opportunity develops. Stabilized prices are usually 
prices whose average level is higher than it would be but for the stabiliza- 
tion. Of course most price policies have accessory aims, and many excep- 
tions must be recognized in which the principal aim is not to raise the price; 
but for the broad purposes of this discussion price policies may be summar- 
ized as efforts toward price maintenance. 

Such policies are not limited to monopolistic industries. In their crudest 
form, most frequently found where enterprises are few but none is of a 
predominant size, such policies consist of collusive agreements to maintain 
prices, restrict output, allocate sales territories, or in some similar way violate 
the anti-trust laws. Within the last year the Federal Trade Commission alone 
has taken official action against combinations in restraint of trade or for price 
fixing in at least sixteen different industries. Less obviously, but with similar 
effect, there are many cases in which one or two large concerns attain leader- 
ship of the industries in which they hold a preponderant place, and establish 
prices which are followed without formal agreement, in the belief that such 
conformity is good business. Since in such cases it is usually obvious that the 
market leader will effectively challenge price reductions, overt threats of 
retaliatory price cutting are seldom necessary to establish the leader’s author- 
ity. During NRA, for example, a small producer of a steel specialty in- 
formed the Consumers’ Advisory Board that because a large manufacturer 
had begun to make and sell the same product at 15 cents a pound he too must 
charge that price, although he had sold the product profitably in 1929 for 
12 cents. Inquiry showed that no code provision limited his freedom to 
charge 12 cents and that he had not been threatened, but that he dared not 
sell below the large concern. Eventually he obtained from the Iron and Steel 
Institute a ruling, ostensibly determining that his product was to be regarded 
as one of the basic products of the industry; and this ruling he interpreted 
as permission to set his price at 12 cents regardless of the price charged by 
the large concern. Frequently collusion and price leadership supplement 
each other, for mutual understanding as to practices in determining freight 
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charges, quantity and functional discounts, credit terms, and the like, i 
almost indispensable if a leader's prices are to be followed. 

Still more widely the idea has developed that sound business policy re- 
quires that each enterprise use a cost accounting system and establish a mar- 
ket price sufficient to cover costs. Since cost systems usually provide some 
method of allocating fixed charges according to average use of capacity, they 
obscure the disadvantages of decreasing total revenue while fixed charges 
continue. Their use as a basis for price making becomes a means of assert- 
ing, with the authority of a mathematical technique, that it does not pay to 
compete for business if competition is too severe for prices to cover these 
fixed charges. Their use by a whole industry may lead to the abandonment 
of such competition. Sometimes, instead of using merely a cost accounting 
system, members of an industry use a standard cost formula for determin- 
ing price, or even a hypothetical cost based upon a trade association’s figures 
of average or representative costs in the industry. In such cases, cost ac- 
counting shades off into outright price fixing. The general effect of cost 
formulas for price in mitigating the severity of competition was recognized 
under NRA by most industries which wished to establish minimum prices 
on a cost basis or to require the use of cost accounting systems for their 
“educational” effect. The failure of cost systems to express adequately the 
forces at work in a competitive market where excess capacity is large was 
also evident in NRA, in the fact that even government support did not pre- 
vent the collapse of various cost-bottomed prices. 

Finally, most modern enterprises, whether large or small, manufacturers 
or distributors, seek a privileged position in the market. They engage in sales 
campaigns designed to secure the customer's good will, to give themselves 
a unique position, to differentiate their product from that of com- 
petitors, and thus to free themselves to some extent from the necessity of 
matching prices with competitors. An indication of the degree to which the 
good will attached to a brand may sometimes protect a manufacturer’s price 
is the fact that in 1930 a quantity of Bayer’s aspirin which cost 85 cents 
wholesale was identical except in name with aspirin which could be bought 
wholesale for 15 cents.? Indications of the importance of prestige and 
advantageous location in protecting a distributor’s prices are the wide varia- 
tions in the retail prices of identical branded goods. Thus in 1936 the price 
of Listerine in Chicago varied from 89 cents to 5Scents, in Boston from 89 
cents to 49 cents; many other drug items showed a similar variation;* and 
the price of Kraft packaged cheese in Chicago varied by several cents a 
package within a block or two.* 

The effectiveness of good will in limiting competition obviously varies 


*M. R. Bendiner, “New State Laws for Price Maintenance,” Editorial Research Reports, 
Vol. II, No. 6, August 12, 1935. 

Drugegists Ciscoe, March, 1937, pp. 22-25. 

‘Federal Trade Commission v. Kraft-Phenix Cheese Corp., Docket 2935. 
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Similarly, the recovery of durable goods prices is anomalous. The prices of 
building materials outstripped other prices in recovery after the depression 
of 1921. In October, 1937, with the index of food prices still more than 
15 per cent below the corresponding month of 1929 and the index for 
textile products more than 20 per cent below, the index for metals and metal 
products was below that for October, 1929, by only 7 per cent, and the index 
for building materials by about 2.5 per cent. 

The characteristics revealed by these general averages of price movements 
appear in exaggerated form in the price movements of certain commodities 
in the durable goods group. From October, 1929, to October, 1932, steel 
rails fell in price less than 3 per cent, aluminum less than 5 per cent, and 
galvanized range boilers, concrete blocks, and prepared roofing actually 
rose in price. From October, 1936, to October, 1937, the price of concrete 
reinforcing bars rose more than 25 per cent, of wire nails more than 32 per 
cent, of cast iron pipe more than 17 per cent, of structural steel more than 
18 per cent, of galvanized range boilers more than 42 per cent, of concrete 
blocks and fire clay brick more than 14 per cent, of lumber more than 13 per 
cent, of doors, door frames, and window sash from 17 to 25 per cent. The 
collapse of the expected building boom did not prevent substantial increases 
in the prices of these building materials. 

The price decline of the durable goods industries may have been relatively 
greater than is shown by these figures, because in these industries price con- 
cessions often took the form of more liberal terms of sale not reported in the 
statistics.° On the upswing, however, any readjustments of such terms of 
sale probably augmented the reported rise in prices. 


IV 


In so far as policies of price maintenance are responsible for the behaviour 
of durable goods prices, their effect is evidently to accentuate the swings of 
durable goods production, and particularly of the production of capital 
goods. This effect is less obvious on the downswing than during the recov- 
ery. As we enter a depression, capital goods prices are maintained. At this 
time there would be little expansion, repair, or replacement, no matter 
what the price; for the major deterrent to investment is fear of losses even in 
the use of existing equipment. But the disparity between capital goods prices 
and other prices necessarily makes investment less attractive even to those 
who have money and can sell goods. Moreover, as Professor Arthur Burns 
has pointed out, even the more stable prices usually drop; and though the 
slowness of their movement may prevent some buyers from waiting for a 
decline, it probably encourages others to hold back in the belief that the 

*The Federal Trade Commission found that from 1926 to 1929 secret discounts were 


so frequent that only 21 per cent of the shipments of range boilers were made at published 


delivered prices. (See Study of Zone Price Formula in Range Boiler Industry, March 30, 
1936,) 
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drop must eventually come. The effect of price maintenance during the reces- 
sion is probably to reduce sales, but not greatly. 

On the upswing the effect probably is greater. The fact that durable 
goods prices start relatively high and that some of them rapidly go still 
higher makes for delay in the revival of investment. There is an accumulated 
need for durable goods, for repairs and replacements of capital goods have 
been postponed, the introduction of improved processes has been delayed, 
the population has grown, and durable consumers goods have worn out or 
become obsolete. But with durable goods prices relatively high, business in- 
vestment would be unprofitable and consumer investment unwise. 

A thoughtful farmer who wrote to NRA in 1933 itemized the cost he 
would have incurred in building a cow barn and the income he hoped to 
make from the cows, and pointed out that, whereas he could have built the 


barn as planned at the lumber prices prevailing in the spring, at the high 
code prices for lumber the barn would not hold enough cows to pay for 
itself unless he could find collapsible cows. By underestimating the impor- 
tance of such calculations by investors, the lumber industry retarded sales 
during the first part of the code period, set production quotas under the 
code so high that inventories rose 800,000,000 board feet in nine months, 
and drifted into general evasion and final abolition of the price provisions 
of the code. This kind of policy was prevalent in the construction materials 
industries in code days, and was apparently responsible in part for the in- 
effectiveness of efforts to revive building in 1933, 1934, and 1935. The 
experience of recent months has been similar. Last winter, a revival of build- 
ing seemed imminent, with rents rising, a housing sortage general, and the 
Federal Reserve Board's adjusted index of the value of construction contracts 
showing some tendency to rise. But the Bureau of Labor Statistics index 
of building materials prices rose about 10.5 per cent, from 87.1 in Septem- 
ber, 1936, to 9% 1 September, 1937. At this latter level it was higher than 
in September, 1929, although the value of construction contracts awarded 
was running only a little more than half as large as then. The wages of con- 
struction labor also rose. The construction cost estimates of the Federal 
Home Loan Bank Board show an increase, within the last year reported, 
which has differed widely in different cities, but which, in about 60 per cent 
of the cities, exceeds 10 per cent. The index of the value of construction con- 
tracts stood lower in September and October of this year than in the corte- 
sponding months a year ago. Thus the tendency of durable goods price 
movements is to entrate the purchase of durable goods in a narrow 
period at the height of prosperity, and thereby to accentuate the fluctuations 
of the durable goods industries. By encouraging overexpansion, this intensi- 
fication of the boom period is likely to increase the excess capacity during the 
next recession. 

Less conspicuously, the tendency of price maintenance is to accentuate the 
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disparities of price, and hence the fluctuations of activity, in other in- 
dustries. The technical requisites for maintaining prices are not present 
everywhere. Success in such a policy is most likely where there are relatively 
few concerns, some of which control a large percentage of the total sales; 
where many buyers will go on buying in spite of appreciable price induce- 
ments to go elsewhere; where overhead costs are important enough to arouse 
fears of price cutting, but not so great as to provide an overwhelming in- 
centive to operate at capacity; where if there are recalcitrant competitors or 
industries producing substitutes, they cannot greatly and rapidly expand 
their output; where buyers are susceptible to the appeal of advertised brands. 
Since such conditions are approximated in varying degree in different in- 
dustries, the success of efforts to maintain prices differs widely. The main- 
tained prices get out of line with the prices which move more freely. Thus 
the varying success of price control contributes to an unbalance of the price 
structure and thereby to fluctuations in the entire economy. 


Apart from the broad effect of price disparities, however, the tactics of 
price control, in many cases, directly affect the tactics of investment in the 
industry where the control occurs. Some of these effects are peculiar to 
special types of control, whereas others follow from almost any type. 

When a long-run price policy is adopted by a particular enterprise, a 
correspondingly regular investment policy may be adopted at the same time. 
Thus, after the depression of 1921, General Motors adopted a price policy 
which depended upon an investment policy. Assuming that expansion is 
desirable so long as the anticipated revenue from the sale of the added prod- 
uct at the anticipated price will more than cover the anticipated cost of the 
new capital, the company predicted sales trends, the cost of capital involved 
in expansion, and the load factor in the use of equipment. Thus it planned 
jointly the scale of its operations, the amount of its new investment, and 
the price of its products. By estimating the amount of idle capacity which 
would be encountered because of fluctuations in sales and by applying the 
resulting load factor in the determination of both its price policy and its 
investment policy, it made these fluctuations consistent with stability of its 
prices and rate of investment so long as the general trend of sales was cor- 
rectly calculated. Similarly, a certain telephone company, which has a large 
investment in the old-fashioned type of home telephone equipment, is 
using its price policy, so far as the state commission will allow, to regularize 
the transition to the French type phone. The effort is to establish a differen- 
tial charge for the use of the newer phone which will just equalize the rate 
at which it is adopted and the rate at which the older phones wear out. In 
such cases managerial policy toward price becomes a means toward an orderly 
development of new capacity or an orderly retirement of old. 
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In the maintenance of prices by agreement or regulation, there is some. 
times direct use of controls over output or new capacity or both. Some sys- 
tems of price maintenance depend upon production quotas which are set 
in hours of plant operation or which vary according to the productive capa- 
city of the various producers. Under NRA the cotton textile industry used 
a production control plan of the first sort, and some branches of the lumber 
industry used plans of the second sort. In such cases, there is an incentive 
for existing concerns to increase capacity in order to obtain an enlarged 
quota or a larger output during the designated number of hours. There is 
also an incentive for closed plants to reopen and for new concerns to enter 
in order to exploit their guaranteed place in the market. Quota systems in oil 
fields have sometimes led to a race to put down new wells. In the cotton 
textile industry, under the NRA code, the construction of new spindles was 
the largest in ten years; and yet some producers, unable because of code re- 
strictions to buy all the new equipment they wanted, paid more for old 
machines than tl st prices of new ones.* During the NRA lumber code, 
under which a quota was available for every concern capable of producing, 

were established, each with an annual capacity of more 
than 5,000,000 board feet. Moreover, many small mills were started and 
many closed mills reopened. It is estimated that in southern pine territory 
alone between 5,000 and 6,500 mills began or resumed operations during 
the code period 


To avoid this sort of scramble for new capacity, systems of output restric- 
tion frequently include a rule that there shall be no new investment except 
with the sanction of an administrative body. During NRA such a rule pre- 
vailed for the blast furnace and open hearth capacity of the steel industry, 
for cotton textile mills, for glass bottle manufacture, for ice plants, and for 
various other industries. When restrictions upon capacity were actually en- 
forced, not merely stability but stagnation of new investment was the general 


} 


rule. Members of ustry were reluctant to see their rivals expand, and 
even when permission could be secured, the delay and publicity which pre- 
ceded decision were significant deterrents. 

In such cases the restriction of one industry's growth is likely to be also 
a significant restriction of the market of the machine tool and construction 
materials industries which serve it. The ice machinery manufacturers pro- 
tested that they lost business because of the restriction of mew capacity in 
the ice code. 

In industries where prices are maintained by centering the buyer's atten- 

*H. B. Drury, “A tion and Effects of Production and Capacity Control Pro- 
visions of NRA ¢ RA Division of Research and Planning, May 1, 1935, pp. 118, 
sa Stone and ot Economic Problems of the Lumber and Timber Products In- 
dustry,” NRA Div f Review, Work Materials No. 79, p. 170; “Administration and 


Effects of Producti | Capacity Control Provisions in NRA Codes,” NRA Division 
of Research and Planning, op. cit., p. 16. 
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tion upon the name and alleged superiority of each seller’s goods, the sales 
of any one enterprise are likely to be far less stable than those of the in- 
dustry as a whole. The relative popularity of cigarettes changes as one 
concern or another devises a new slogan, a blindfold test, or a prize contest. 
The producers who first introduce colored sheets or kitchenware win a 
sales advantage. Style in the product makes for a varying output, and for 
unusual risks of obsolescence in the productive equipment. Where such 
tactics ate of major importance, as they are in some of the garment in- 
dustries, the differentiation of products and the frequent changes of 
specifications for goods and hence of manufacturing methods limit the 
producer to the use of more simple, inexpensive, and adaptable machinery 
than would otherwise be used. Such industries tend to be less mechanized 
than those which produce standard goods, and to replace their equipment 
more rapidly. Hence, total investment is smaller, renewal more frequent, 
and risk greater than is the case for more standard products. 

Whatever the particular form which price maintenance takes, an out- 
standing effect is likely to be a stimulus to new investment in those areas 
in which the policies of price control are not effective. The extent of such 
investment by outsiders depends upon the ease with which they can expand 
and the strength of the price inducement to do so. When the price control 
is based upon patents or upon control of the whole visible supply of an 
indispensable material, only the competition of substitute commodities is 
effective. When the productive unit is necessarily large, as in the case of 
steel and automobiles, independents have difficulty getting started; and 
when the existing large concerns have a community of interest with the 
banks, this difficulty may be enhanced. Moreover, new concerns are less 
likely to be attracted if the policies of price control are moderate; if they 
are intended primarily to prevent minor fluctuations in price, yet to allow 
for expansion rather than price raising as demand grows, for the writing 
off of capital values rather than price maintenance when mistaken invest- 
ments are made, and for price reductions in depression. 

But in spite of these qualifications, there is a general tendency for price 
maintenance, whatever its effect upon investment by those who maintain 
prices, to stimulate expansion by others. A basing point system acts as a 
subsidy to new capacity located nearer the market than the base. Price 
fixing by producers in one country encourages production in other coun- 
tries. Price maintenance by large concerns shelters the growth of small 
independents. The U.S. Steel Corporation’s proportion of the steel in- 
dustry’s total output of ingots and castings fell from about 65 per cent in 
1901 to 41 per cent in 1927 and to about 38 per cent now. High copper 
prices encourage the collection and sale of secondary copper, a considerable 
part of which cannot be controlled by the large companies. Similarly the 
control of prices and output in a large part of the world’s rubber and coffee 
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producing areas has provided incentives for a development of plantations 
elsewhere which have absorbed an increased share of the market. Even 
in price control by branding, the effect is similar. The successful exploitation 
of nationally advertised brands on a high price basis encourages distributors 
to push private brands to be sold at lower prices. A striking recent example 
has been Macy’s campaign to substitute its own brands for brands on which 
resale prices have been fixed under the terms of the Feld-Crawford law. 

The enlarged activity of outsiders creates pressure which leads to break- 
down in the policies of price control. As new competitors and substitute 
products absorb more of the market, price maintenance without the co- 
operation of the new concerns becomes more difficult. Yet these new enter- 
prises have a vested interest in their nonconformity, since it permits them 
a price advantage which is the basis of their successful expansion. Even 
the concerns which are maintaining prices are under temptation to produce 
more than they can sell and then to enlarge their share of the market by 
secret price concessions. A frequent result is the breakdown of control of 
prices and the restoration of price competition under conditions in which, 
because of enhanced productive capacity, it is likely to be more severe. 

Although such a sequence of events is not inevitable, it is so frequent 
that the effort to secure price stability by price control usually attains only 
intermittent success. After copper prices had been successfully pegged at 
about 1734 cents a pound from May, 1929, to March, 1930, they fell 
steadily for three years to a low of about 434 cents, the lowest price in the 
history of the industry.* After the Stevenson plan had for a time maintained 
world prices for rubber, collapse of the plan was accompanied by a drastic 
decline in prices. Brazil has recently announced abandonment of the effort 
to maintain coffee prices by destroying a large part of the crop. When yellow 
lead pencils were being sold to be retailed for 5 cents, new manufacturers 
went into business to sell yellow pencils to chain stores to be retailed for 
half the price. Periods of high prices lead to spurts of investment. During 
periods of distress prices, investment is at a standstill and the severe com- 
petitive pressure induces members of the industry once more to seek an 
escape from price competition. The stability of investment policies which 
sometimes accompanies price maintenance in the field where price main- 
tenance policies are for the time being successful is usually a mere incident 
in the development of wide swings in prices and investment, due in part 
to the price policies themselves. 

In addition to the changes of investment in physical equipment, the 
fluctuating fortunes of price control necessarily involve changes in the 
capitalization of intangibles and in the investment devoted to these. Con- 
sumer good will and monopolistic advantage may be capitalized and sold 
if they provide an income, but the investments thus created are no more 


® Yearbook of the Amer Bureau of Metal Statistics, 1936, p. 40. 
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enduring than the likelihood that the enterprise will derive an income 
from its advantages in the market. Thus the capital value of control over 
prices fluctuates with the effectiveness of the control, and the capitalization 
of new controls is necessarily an intermittent process. The significance of 
this phase of the matter can be no more than guessed at. It should be clear, 
however, that investments of this character are not limited to purchase 
of newly capitalized rights to income directly from the corporation involved. 
Such investments include also a part of the funds which enter the securities 
markets to bid up the prices of equities in going concerns. 


VI 


In saying that fluctuations of investment are partly responsible for policies 
of price control and that in turn such policies tend to accentuate the swings 
of investment itself, I want to make clear that I am not saying that in- 
vestment would be a regular and orderly process were it not for price main- 
tenance. Changes in standards of living, population, technology, industrial 
organization, and law necessarily produce uncertainties and fluctuations in 
market phenomena. Excess capacity is necessarily characteristic both of 
declining industries and of competitive industries whose productive methods 
are rapidly improving. With excess capacity and high overhead costs, an 
industry without price control would not, and does not, avoid fluctuations 
of investment. Such an industry suffers wide swings of prices and of 
profits and concentrates both its expansion and its replacements in its 
periods of prosperity. The fluctuations in the sales of agricultural equip- 
ment indicate roughly the degree to which investment is intermittent in an 
industry so competitive as farming. If all irrelevant influences could be 
removed, highly competitive industries would show booms in which excess 
capacity developed, followed by depressions until the redundant equipment 
had become obsolete. 

But although instabilities of prices and of investment may appear in 
either situation, the tendency of efforts to control price is to introduce 
additional stimulus toward excess capacity, additional fluctuation in the 
level of price, and hence, in all probability, a greater instability of invest- 
ment than would otherwise exist. 


Vil 


From this point of view, measures to promote regularity in the operations 
of the capital goods industries are of crucial significance, not only for prob- 
lems of unemployment, but for price problems. Stability of investment 
might go far to promote stability of prices, whereas a forced price stability 
can do little to regularize investment. 

The problem of regularizing investment can be better attacked directly 
than by efforts to extend private or public controls over the day-to-day 
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GENERAL INTEREST THEORY 
BERNARD F. HALEY, Chairman 


Four aspects of general interest theory were treated by those participating in 
™ this round table discussion: Max F. Millikan, ‘The Liquidity Preference Theory 
We of Interest’; Paul T. Ellsworth, “The Elasticity of Investment Demand” ; 
Walter A. Morton, “Intensive and Extensive Uses of Capital’; and Arthur W. 
Marget, “The Present State of Interest Theory and Mr. Keynes.” 


Max F. MILLIKAN: At least five separate meanings of the doctrine of liquidity 
preference are to be found explicitly or implicitly in the works of Mr. Keynes. 
They may be classified as follows: 

(1) Formal meanings: (a) The liquidity preference curve relates the total 
demand for money to various rates of interest assuming everything else constant. 
I call this the instantaneous-demand curve for money. (b) The curve is a locus 
of equilibrium positions. It shows the amount of money corresponding to each 
value of 7 (the rate of interest) as that amount which will in fact be demanded 
for all purposes at the equilibrium level of income which that 7 determines. I 
call this the long-period demand curve for money. 


4 


(2) Substantial meanings: (a) Liquidity preference may be regarded as 
essentially the same thing as the propensity to hoard. I call this the demand for 
idle balances. (b) It may be regarded as the preference of an individual for a 
certain average degree of liquidity in the assets he holds. This is liquidity 
preference proper. Note that increased average liquidity can be obtained by 
moving (i) into cash, (ii) from long-term into short-term assets, or (iii) from 
® high- to low-risk assets. 

| Mr. Keynes, to make the theory useful for his purposes, had to make liquidity 
preference dependent upon the substantial meanings of the term and thus make 


Dy the rate of interest for all practical purposes an independent variable. To make 


it formally correct he had to invent one or more of the formal meanings. Hence 
wherever formal correctness is at a premium he uses one of the formal meanings ; 
where significance is at stake, he uses one of the substantial meanings. By 
slipping unobtrusively back and forth between the two he gives the appearance 
of presenting a single theory both useful and formally correct. 

The use of the substantial meanings renders the theory formally incorrect 
if there are factors affecting # importantly which do not automatically affect 
either the demand for idle balances or liquidity preference proper. Such factors 
are: changes in the physical productivity of capital (due, e.g., to invention), an 
increase in income, and an increase in the marginal efficiency of capital due to 
expectations of increased future income. 

On the other hand, formally correct theories of liquidity preference, if they 
can be constructed, are not as useful or convenient tools for the analysis of 7 as 
others already at hand. (a) Take first the device of the instantaneous demand 
curve for money. Mr. Keynes sets up this device only because he wishes im- 
plicitly to identify this curve with the demand for idle balances. If, as can be 
shown, the two concepts are quite different, the usefulness of the formal one 
vanishes. (b) Take next the long-period total demand curve for money. This 
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WALTER A. MorRTON: The long-term equilibrium rate of interest is a result 
of the demand for and supply of capital. I am dealing here only with demand. 
I believe an adequate understanding of the interest problem would be furthered 
by a return to the simple idea of Adam Smith that while a borrower in the first 
instance borrows money, what he desires for his money is concrete capital goods. 

The return to this simple notion will enable us to make a further distinction 
necessary to understand the factors affecting demand: the distinction between the 
extensive and intensive uses of capital. In doing this we may rid economic science 
of many essentially metaphysical concepts of capital introduced by the Austrian 
and neo-classical economists. 

By the intensive use of capital I mean that use which decreases the labor cost 
of producing a given quantity of output. By the extensive use of capital I mean 
that use which increases the quantity of consumption services or goods given off 
by the total of all economic factors of production. 

Capital may be invested intensively with no prospect of increased consumer 
demand, or even with the prospect of a shrinking demand, or when industry is 
operating at a loss. For the intensive use of capital is that use which reduces cost. 
While investment is going on, the total demand for labor will be increased. 
When it ceases, the new equilibrium quantity of employment will be less and 
the total income of labor and the aggregate effective demand for consumers 
goods will be less. 

By the extensive use of capital I mean that use of capital which, in order to 
yield a profit for the investor, must be accompanied by increased effective demand 
for consumers goods. The creation of durable goods which yield an increased 
output does not result in increased monetary demand for the services of these 
goods. All that the traditional theory shows is that new investment creates a 
larger income; it does not show that it creates an increased aggregate demand 
for consumers goods. 

Since increased extensive investment is dependent upon increased aggregate 
demand for consumers goods, the remedy for depression is not wage reduction 


but a reduction in the rate of interest at which those who hold savings are 
willing to invest. 


ARTHUR W. MarcetT: I have placed in your hands copies of a more extended 
statement of my views on this subject than it is possible for me to present here 
in full. All that I shall do now is to summarize the principal points of that 
discussion. 

I begin by laying down a proposition which I should have thought was self- 
evident; namely, that no one has a right to attack “the orthodox theory” on 
any subject unless he shows that he knows what he is talking about by citing 
the specific authors whom he regards as having held what he calls “the orthodox 
theory.” Mr. Keynes in my opinion has failed to do so; and in my paper I 
have undertaken to demonstrate that on virtually every one of the specific points 
which Mr. Keynes advanced in his criticism of “the orthodox theory,” he can 
be shown to be either ignorant or neglectful of the substance of received doctrine 
on the subject with which he is dealing. 
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From the earliest times a confusion of issues was engendered by the failure 
to distinguish, as a first step, the demand for and supply of money loans from 
the demand for and supply of “money.” But also, from comparatively early times, 
definite progress was made tow ard the removal of this confusion. At the present 
time what we have available in “received doctrine” on the subject of the relation 
of money to the determination of the rate of interest is not a single coherent 
body of doctrine which deserves the name of “the orthodox theory,” but a set of 
scattered fragments, ranging, on the one hand, from incidental suggestions with 
respect to both the general setting of the problem and matters of detail, to 
attempts (such as that of Schumpeter), on the other hand, to fit the relevant 
phenomena into a “system” embracing much more than the phenomena of 


money and interest 
Not only has Mr. Keynes neglected these earlier contributions to our knowl- 


edge of the relation of money to the determination of the rate of interest, but 
also his own contributions to the analysis of this problem in some respects 
represent a retrogression rather than an advance as compared with what is 
available in the rejected body of theory; and very frequently involve little more 
than the recommission of ancient errors or a bungling redoing of things already 
better done. In the more extended statement of my position which you have 
before you, I have attempted to demonstrate the validity of these criticisms. | 
have considered, first, the bearing of what Mr. Keynes has to say upon the 
problem of the effect of the demand for money for “holding” purposes upon 
the demand for loanable funds; second, his analysis of the marginal efficiency of 


capital; third, the : of his analysis upon the problem of the forces deter- 
mining the supply of loanable funds; and fourth, the signifiance of his doctrine 
of “liquidity preference 
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RATE OF INTEREST 
WINFIELD W. RIEFLER, Chairman 


Of those invited to lead the discussion at the round table on the rate of 
interest, only John B. Canning was able to appear in person. J. Franklin Ebersole 
sent a paper which was read by J. B. Hubbard. At the request of the chairman, 
Donald Woodward, of Moody’s Investors Service, substituted for Harry White 
in the discussion of governmental mechanisms affecting interest rates. 


PROFESSOR CANNING took as his subject certain supposed interdependences 
of business expectations, the rate of interest, and fluctuations of investment. He 
proposed, as theses to be examined rather than as assertions, two propositions that 
recur frequently in the writings of economists. These were: (1) “investment (or 
fluctuations of investment) depends on (is a function of) business expecta- 
tions”; and (2) “the rate of interest plays significant réles in determining 
fluctuations of investment.” 

He suggested that the first thesis is devoid of truth values not because it is 
false but because it has no meaning. Those who employ the term ‘“‘business ex- 
pectations’’ confer upon it no general defining boundaries. Without such bound- 
aries no values can be determined for tabulation against corresponding values 
of the other variable in the expressed dependence. Neither do those who use the 


©} term restrict it to a partial set of mutually exclusive dependent variables in such 
7 a manner, say, as that in which “meteorologists’ (weather) expectations” are 


restricted to such independently measurable variables as temperature, humidity, 
wind velocity, etc. 

As a quantitative determination of investments at a given time economists 
commonly have in mind a sum of products. Each such product contains an 
enumerative multiplier (e.g., sacks of cement in stock) and at least one business- 


} expectation multiplier (e.g., coming in of money, utilization of services). Such 


data, considered by themselves, may have meaning. Introducing these data into 
the thesis one gets “part of business expectations and a set of enumerative mullti- 
pliers depend on all of business expectations.” This does not make sense. 

Both in traditional and current writings in theory, interest rates are supposed 
to affect fluctuations of investment in a variety of ways. Of these, Professor 
Canning selected for comment: (1) the influence of current rates on current 
decisions to install new capital goods; and (2) the influence of changes in 
rates upon the successive revaluations of goods used in production. 

With respect to the first of these he took, by way of illustration, Mr. Keynes's 
development of “marginal efficiency of capital,” “‘user cost,” and “‘rate of interest” 


") and sketched the operations necessary to apply this theory in a particular case: 


a decision by a manufacturer of a changing line of clay products to add or not 
to add a steam shovel for use in his clay pits. He suggested that to obtain the 
requisite data and to solve the equations to which the theory leads would cost 
more than a steam shovel—if, indeed, such a solution is possible. Businessmen 


} do not think in such forms. 


With respect to the second réle, he recommended examination of the primary 
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data and the operations upon them from which actual revaluation figures emerge 
In these there is rarely a trace of influence by any interest rate. 

He did not deny that interest rates may have some positive influence on 
fluctuations of investment nor that disregard of interest rates may have dis. 
astrous consequences. He merely asserted that these two particular réles are 
grossly overstated in economists’ writings. 


J. FRANKLIN EBERSOLE:' The best method of research would be to sit at the 
elbow of each major business executive and analyze the policy decisions made, 
as they occur, in order to ascertain the stimuli leading to each specific action and 
to estimate the relative weights of the various elements in each decision. Such 
an elaborate survey would supply more reliable conclusions than those now pro- 
vided by a priori reasoning or those acquired by the methods of statistical 
research, in which the existence of correlation, with or without lag, is accepted 
reflecting a complete view of the factors. Sampling of decision-making-in-practice 
is commonly known as the “case method.” Fortunately, we have available for 
analysis a large number of cases presenting the problems which arise when busi. 
ness executives make decisions. The Harvard Graduate School of Business Ad. 
ministration has been accumulating business cases since December, 1920. The total 
number in the grand file reached 13,119 on November 30, 1937. These case; 
presumably cover the problems of business and are, therefore, peculiarly suitable 
for obtaining perspective regarding the apparent significance attached to interest 
rates as an obvious or direct factor in business decisions. 

In order that every case in this collection involving interest rates might be 
located, the topics in the official index were compared to determine which ones 
would be most likely to reveal cases involving interest problems. The topics were 
then arrayed, from the topic thought most likely to reveal interest cases to the 
topic thought least likely to reveal cases containing interest problems. The 
objective set was to study in detail the cases within the first and each succeeding 
topical group, until the attenuating dividend received from the study of each 
succeeding group should finally become negligible. Positive results were obtained 
from the first 16 topics. Thereafter, the study proceeded topic by topic until 
negative results were obtained from 17 consecutive topics. In the aggregate, 762 
different cases were selected by this method. 

When the results of the intensive study of the 762 cases selected were tabu- 
lated, there were 118 cases involving problems of expansion or contraction in 
which interest rates might have been a factor, in 91 of which the interest rate 
was not mentioned, and in 27 of which the interest rate was mentioned. Of 
the 27 cases in which interest rates were mentioned, there were only 10 in which 
it was a factor, and none in which it was the sole or controlling factor. 

Before drawing conclusions, we must consider some of the possible limitations 
of the data and sources. First, there is the fact and method of sampling. Second, 
there is the possibility of overweighting in one phase of the business cycle. The 
production of cases, however, was reasonably continuous. Thirdly, there is the 
inevitable doubt as to the ability of the field men to discover or interpret, and 
of the business executives to recognize and describe, the bases of their decisions 


* Summary of paper on ‘The Influence of Interest Rates upon Entrepreneurial Decisions.’ 
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and actions. The field men used had each had not less than six years of collegiate 
study, of which the two graduate years had been spent in the intensive work of 
the Business School. Fourth, there is the possibility that some cases may have 
been written for pedagogical purposes, with the concomitant oversimplification 
designed to present single issues even in complex situations. Fifth, there is the 
possibility of bias, because the preconceived notions of professors may have 
exercised an unfair influence upon the objectives and the sleuthing of the field 
men. These fourth and fifth possibilties of limitation cannot be appraised satis- 
factorily by the use of internal evidence. We must conclude that there is a strong 
presumption favoring the thesis that the interest rate is seldom considered as a 
factor in entrepreneurial decisions to expand or contract, and the interest rate is 
a controlling factor in a negligible number of instances. 


Mr. Woopwarp concluded the formal presentation with an outline of the 
various governmental mechanisms which may influence interest rates. 

He noted that during the past several years a large number of mechanisms 
by which governmental bodies can affect various interest rates have come into 
being. In part they have been created accidentally and in part deliberately. 

These devices as used so far have actually influenced various interest rates. 
By interest rates, he stated he meant the actual quotations on various types of 
loans. No consideration was given to more basic and longer-term factors affect- 
ing interest rates. The more important devices which he discussed were as 
follows: 


1. Federal Reserve discount rates. 

2. Federal Reserve acceptance buying rates. 

3. Federal Reserve open-market operations. 

{. Margin requirements for the purchase of securities. 

5. Unpaid member bank subscriptions to Federal Reserve bank stock. 

6. Shifting of public balances between commercial and Federal Reserve banks and 

between various regions of the country. 

Changes in reserve requirements. 

8. SEC requirements as influencing the volume of new securities. 

9. Government competition with existing lenders through such agencies as the RFC 
and the Farm Credit Administration. 

10. Taxation through many devices such as surtaxes, the undistributed profits tax, tax 
exemption, and forced savings. 

11. Influence of the volume of investment securities and loans which can be held by 
banks. 

2. Sterilization and desterilization of gold. 

3. The stabilization fund operations. 

1. Revaluation of the dollar. 

5. Operations of social security and other trust funds. 

16. Government insurance of risk such as in the FHA. 

17. Redefinition of central reserve, reserve, and country bank classifications. 

18. Bank chartering. 

19. Bank supervision. 

20. Influences on the gold flow. 

21. Influence on the institutionalization of savings. 


He stated that the extent to which these mechanisms have been used and 
are a factor in various money rates have been inadequately explored. Likewise, 
but little consideration and discussion apparently have been devoted to the 
consequences of the utilization of these mechanisms. 

In closing he suggested that these mechanisms possibly may have had the 
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effect mainly of iting disequilibrium, that they were merely the equivalent 
of holding a match against the thermometer of interest rates. On the other 
hand, he suggested it was possible than an intelligent and integrated use of 
these mechanisms and others which should probably be added to the list might 
contribute toward financial stability and progress. 


In the general discussion which followed, there was little exception taken to 
the direct implications of the preceding discussion; namely, that the economists 
may have overemphasized the immediate importance of interest rates on entre. 
preneurial decisions and oversimplified their explanation of the manner in which 
they operate. The majority of the commentators, on the other hand, were con. 
cerned that an appreciation of these points should not lead to an equal error 
of emphasis in which the basic rdle played by interest rates was neglected. 
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SECURITY REGULATION 
Ray B. WESTERFIELD, Chairman 


Present-day regulation of the security market takes several forms: the Securi- 
ties and Exchange Commission controls the issue, syndication, distribution and 
sale of new securities, the operations and government of the securities exchanges 
and the over-the-counter market, and the holding companies in the utilities 
field; the Board of Governors of the Federal Reserve system controls the margins 
required in brokers’ loans, the amount of loans made by member banks on se- 
curities collateral and the character of the investment portfolios of member 
banks; the Federal Reserve and Treasury policies influence the market; and 
the different states through their blue-sky laws help to direct investment. Not 
all these phases of regulation were discussed in the Round Table; nevertheless, 
the discussion was broad in its coverage. 


JoHN E. MCDONOUGH discussed the regulation of trading in securities. The 
Securities Exchange Act of 1934 enjoined the Commission to execute certain 
carefully phrased and rigidly prescribed duties, as well as to administer other 
broader policies permitting of considerable discretionary treatment. Its authority 
relative to regulation is not exclusive; the Board of Governors of the Federal 
Reserve system controls margin requirements. 

Federal regulation was the product of its time, an answer—too long delayed— 
to a crying need. It was never intended as a panacea for the ills of the business 
cycle, nor did it presume deftly to extract the risk element from security trading 
by stabilizing and defining security values. The Commission is pledged to a 
policing of the methods and operations of the market; but it does not assume the 
slightest responsibility for security prices or security price movements, except when 
such price trends are greatly affected by the market machinery itself. Moreover, any 
technique of trading or process of marketing securities would not be valuated, and 
discouraged or approved, merely on the basis of its influence or lack of influence 
on security price movements. This is because other worth while achievements 
might make it desirable to retain such techniques or processes even though they 
actually contributed to security price fluctuations. 

The work of the Trading Division of the Commission divides itself into three 
parts, regulating (1) trading in listed securities on organized exchanges, (2) 
trading over the counter, (3) trading on the organized exchanges in unlisted 
securities. (The speaker described what has been done in each of these fields.) 
Most has been accomplished in the first field: namely, the registration of the 
exchange; full disclosure of the government and operations of the exchange; 
full disclosure of facts regarding the securities and the companies whose se- 
curities were traded on the exchanges; prescription of rules designed to dis- 
courage excessive speculation, to clarify the fiduciary obligations between broker 
and customer, and to eliminate the most objectionable practices. The accomplish- 
ments of these rules to date have not been entirely satisfactory, partly because 
the exchanges have not fully assumed and vigilantly discharged the responsi- 
bility of administering them. The rules and their enforcement will be improved. 

The Commission also is directed to stop manipulation of security prices 
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through matched orders, wash sales, pools, and the issue of false or misleading 
statements. This is very difficult to enforce, but the Commission is engaged in a 
serious and vigorous attempt to develop a technique of detection and enforce. 
ment which will function with a minimum of disturbance to the innocent and 
law-abiding element in the security markets. 

Another phase of regulation is designed to prevent unfair use of information 
by insiders. This is done through a system of monthly reports, from every 
director, officer, and 10 per cent beneficial owner, of any change in his beneficial 
ownership. Despite criticisms, undoubtedly an effort will be made to preserve 
the original wholesome intention of the provision purged of any serious inc- 
dental disadvantage in its operation. 


CarL E. Parry discussed the phase, margin requirements on security loans 
as a means of controlling inflation. Power over margin requirements was never 
given to any central bank until it was given in 1934 to the Federal Reserve 
system. The power to raise margin requirements, when compared with the 
usual powers of the central bank (including the power to raise discount rates, 
to sell securities in the open market, and to increase reserve requirements), is 
found to be quite different in its nature, since these other powers all affect the 
supply side of the money market and tend to increase the cost of credit to all 
borrowers, whereas the power to raise margin requirements affects the demand 
side and may even tend to reduce the cost of credit. A few general ideas as to 
how this new power should be used may be derived from the experience of the 
last twenty years, as summarized on certain simple charts: comparing the course 
of prices during this period for British stocks in London and American stocks 
in New York suggests that the central bank should concern itself not with all 
the fluctuations but only the more extreme fluctuations; comparing the course 
of stock prices in the United States with the course of stock exchange credit 
(as represented by brokers’ loans) shows that the two tend to move up and 
down together, indicates that large increases in stock exchange credit tend to 
follow rather than to precede substantial upswings in stock prices, and suggests 
that if wide fluctuations in stock exchange credit are to be avoided restraint 
must be applied in the early stages of the upswing. It is quite obvious that the 
upswing in stock prices from 1935 to 1937 was accompanied by relatively little 
increase in stock exchange credit, and one of the factors in this development 
was the margin requirements, including the increased requirements imposed 
by the Federal Reserve Board early in 1936. This increase, put into effect after 
stock prices had risen substantially, after stock exchange credit had been in- 
creasing at a moderate rate for some months, and at a time when stock prices 
were rising rapidly, on an active market, into new high ground, was an increas 
that seems to have been well timed. This was a time when the general policy 
of the system v irected towards monetary ease and when there seemed to 
be no inflationary symptoms outside of the securities markets. Since the autumn 
of 1935, a better measure (or index) of stock exchange credit has been at- 
rently available, tl stomers’ debit balances” of brokerage firms carrying 


margin accounts , monthly figures are published currently in the Federd 
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Reserve Bulletin. These figures, which began to increase in the autumn of 1935, 
have decreased sharply during recent months, along with the recent slump in 
stock prices. At the time of such a decrease, there is very little that the system 
can do, through the use of its power over margin requirements, to prevent the 
decrease; the system’s function must be to apply restraint to the antecedent 
“boom,” and to do so with effect the system must act in the early stages of 
the boom. 


Fritz MACHLUP spoke on the subject of the stock exchange as a gauge of 
credit policy and a regulator of investment. If corporations raise the major part 
of their funds through security issues, a control of the issue of new securities 
and a control of the funds made available to security buyers can have a con- 
siderable effect on the flow of funds to real investors. 

But can such control succeed in diminishing fluctuations in investment? This 
may be answered in the affirmative. It is in the upswing that the corporations’ 
demand for funds, i.e., their supply of mew securities, increases. A rigorous 
control of the quality of securities (and perhaps more rigorous in good times 
than in bad times), might well take some peaks out of the curve of new 
flotations. On the other side, a check on the availability of bank funds to margin 
buyers will most likely diminish the supply of funds to corporations, i.e., the 
demand for their new securities. Thus strict margin regulations, usually con- 
sidered as a measure of “qualitative credit control,’’ may function as quantitative 
control, because the would-be borrowers of security loans would not borrow at 
all for any other purposes. 

All this, however, does not yet imply that we know much about the timing 
of the control measures. What are the gauges for credit policy in general and 
security control in particular? Is perhaps a rise of security prices a good index 
for such purposes? Professor Machlup does not think that the monetary authori- 
ties pretend to be judges of what is the right level of security prices. But if security 
prices rise continuously over some greater length of time, in spite of new security 
issues, the presumption that newly created bank funds and dishoarded funds are 
flowing to corporations is stronger and this invites control measures. 

A serious qualification, however, destroys any certainty in these matters. Only 
a small part of the new capital raised by new corporations is put to real 
investment in plant and equipment. But it is the flow of funds into such real 
investment which we want to control. We may have observed a rise in security 
prices, an increase in security flotations, and an increase in brokers’ loans ‘“‘of 
others,” and yet be quite in the dark about the flow of funds to the stock 
market and to corporations. Brokers’ loans of others than banks may merely be 
the expression of the simple fact that sellers of securities loaned to buyers of 
securities. Corporations, i.e., sellers of new securities, by giving loans to the 
stock market, lend the proceeds of the sales to the purchasers of securities, so 
that, in the end, no funds have flowed into the market and no funds have flowed 
to corporations and no funds have been made available for real investment. 


Thus in many respects the available data do not give sufficient indications of 
what really happens. 
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RAYMOND W. GOLDSCHMIDT treated the importance of investment inter. 
mediaries for the regulation of security markets. As a result of the rapid 
increase over the last decade of indirect investment through intermediary institu. 
tions, the influence of the regulation of security markets on such institutions 
and their reaction to regulation have become of crucial importance in assessing 
the past and the possible or probable future effects of regulation on the security 
markets. 

The term “indirect investment’’ is used here to embrace all those situations 
in which an individual investor does not buy and hold stocks and bonds 
directly but either keeps his funds with a financial institution (such as a bank, 
an insurance company, or an investment company), which in turn proceeds to 
buy and hold securities, or entrusts the administration of his own portfolio of 
securities to a trust company or an investment counsel organization while retain- 
ing ownership in the securities. 

At the present time about one-half of all of the securities outstanding in 
this country are held not directly by their ultimate beneficial owners, but in- 
directly through an intermediary investment institution. Of the annual increase 
in securities outstanding, probably far more than one-half is now being bought 
by intermediary institutions. There are good reasons to assume that the trend 
towards indirect investment in securities is continuing with the result that 
before long the great majority of all new investments in securities may be 
made indirectly. 

By far the most important effect which the regulation of our security markets 
has had for intermediary institutions is the vast increase in the volume and the 
considerable improvement in the quality of the information on individual issues 
of securities and their issuers now being made available. Experience has proven 
that it is very difficult to induce the individual investor to read the exhaustive 
but voluminous information about new as well as, periodically, about outstanding 
issues called forth by the 1933 and the 1934 Acts. Intermediary investment 
institutions, however, have made immediate and full use of the additional 
information put at their disposition through prospectuses, registration state- 
ments, and other documents filed with and published by the Securities and 
Exchange Commission. Much of this material is of a type that they had long 
wished for. Some of it they had been unable to obtain from any issuer of 
securities; some material a few important but particularly secretive companies 
had refused. 

From these aggregate data there may be derived a multitude of financial 
ratios which will permit a much closer study of the financial situation of 
individual industries and a much easier and more reliable analysis of the com- 
parative status of individual companies and issues of securities than has been 
possible hitherto. 

Another very important field in which regulatory legislation promises to 
become a valuable aid to intermediary investment institutions is that of corporate 
defaults and reorganizations. Since most large issues at the present time cannot 
be successfully floated unless at least part is taken by institutional investors, 
they must be acceptable in form and quality to institutions. Likewise, there is 
hardly any reorganization in which some intermediary institutions ate not 1n- 
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volved as security-holders ; in protecting their own interests, they also often fight 
the individual investor's battle. It should not be forgotten that there are other 
forces exercising a much stronger and more basic influence on the direction in 
which these intermediary investment institutions travel. The most important 
of them are monetary policies, taxation, and direct regulation. 


Fritz LEHMANN attacked the subject from the angle of the influence of the 
stock market on the rates of interest. The relationship of stock prices and interest 
rates permits no broad generalization. The time-honored opinion that stock prices 
and bond prices move in opposite directions and that high interest rates depress 
stock prices has never been correct and has been strikingly disproved by the 
developments of the last fifteen years. 

The actual movements of stock prices, bond prices, and interest rates yield 
no answer as to what is the influence of the stock market on the rates of 
interest. Such an answer can be furnished only by an interpretation of actual 
events for which it is prerequisite to clarify the possible relationships. For such 
clarification it must be assumed that stock prices rise not because of a change 
in the rates of interest but because of a more optimistic expectation of future 
earnings. A good practical instance is the increasing consciousness of a continuous 
upward trend in earnings of equity shares which was the predominant factor in 
the bull market of the new era. 

The effects of rising stock prices on the rates of interest depend upon a 
number of factors, some making for higher, some for lower interest rates. 

Rising stock prices appear to give on the average an incentive to increase 
consumption and to decrease savings and make so far for an increase in 
interest rates. Second, rising stock prices must have a tendency to increase the 
capital demand in a number of branches and of different types of enterprise. 
This also makes for higher interest rates, other conditions being unchanged. 

If the proceeds from the sale of stocks are not reinvested by the sellers but 
left inactive in deposit accounts, rising stock prices may initiate a deflation 
which soon will defeat the boom tendency in the stock market. The same will 
happen if rising stock prices are causing people to switch to securities of other 
countries or will induce the central bank authorities to tighten the money market. 

On the other hand, rising stock prices may induce margin speculation financed 
by additional bank credit. The proceeds from the sales may partly flow over into 
the bond market and raise bond prices at the same time when stock prices rise. 
Since increased deposits mean increased reserve requirements, there will be a 
tendency for money rates to go up. If rising stock prices stimulate purchases by 
foreigners and lead to an influx of gold, the money market will be made easier 
unless action is taken against it by the central banks or the government. A 
tise in stock prices may also produce a rise in bond prices if inactive deposits 
are used for the purchase of stocks. 

If the economie system is not operating at relatively full capacity, rising stock 
prices will rather tend to lower the yields on bonds. The main factor working 
in this direction in the past was the willingness of speculators to increase their 
borrowing and the willingness of the banks to expand their credit and deposits 
in response to the speculators’ demands. The most important influence which the 
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stock market exerts on the short-term interest rates, but probably also on the 
long-term rates, comes as the result of the reaction of the monetary authorities 
to the movements of stock prices. The history of the money market during the 
twenties is full of proofs for this contention. 


Kar_ R. Bopp considered fluctuations of security markets and the flow of 
international short-term funds. The present discussion is restricted to the move. 
ment of capital which results from foreign transactions in domestic securities 
and to stock prices on the New York Stock Exchange. Two problems will be 
treated: first, the result to da oreigners of their recent ventures in our securities: 
and second, the relationships between stock prices and net foreign transactions 
in Our securities. 

The cumulative capital movement which results from foreign transactions 
in domestic securities represents the cost to foreigners of domestic securities 
acquired since January 1, 1935. If we assume that the prices of foreign holdings 
of domestic securities acquired since that date have varied approximately as has 
the index of stock prices published by the Standard Statistics Company, we can 
estimate at any time the anda value of these holdings. A chart (not her 
appended) portrays the weekly position of these two items of ‘‘cost” and “value” 
of such foreign holdings. The distance between the two curves shows the paper 
profits or losses to foreigners resulting from their holdings. The third curve 
shows Standard’s index of weekly closing prices of stocks. Unfortunately, the 
latest data available refer to June 30, 1937. 

It is evident that the curves of cost and value diverge only gradually during 
extended periods of rise in stock prices. Continuous heavy purchases on the 
rise kept the average cost of securities to foreigners close to the market price. 
Foreigners’ paper profits remained a relatively small percentage of their total 
cost. It is also evident that the curves of cost and value converge rapidly with 
each severe break in stock prices. In other words, the paper profits were subject 
to rapid dissipation by any severe break in the market. “Hot money” in our 
stock market has burned foreigners severely. The easy assumption that foreigners 
hold the key to the movements of our stock prices and that they make easy 
fortunes on a shoestring invested in Wall Street or that as a nation it has cost 
us huge sums to keep these funds is easier to make than to prove. It would 
appear, on the contrary, that the United States could now liquidate those 
foreign claims which have arisen on all accounts since January 1, 1935, for very 
appreciably less than was received when the claims were created. 

The second problem concerns the relationships between changes in stock prices 
and changes in foreign holdings of domestic securities. The correlation between 
changes in weekly closing prices of stocks and net capital movement in the next 
week resulting from transactions in domestic securities is +.35. Although the 
average net purchases of domestic securities was 81/4 million dollars a week, 
every break of more than four points in the index of stock prices has been 
followed in the ensuing week by net sales of securities. The two largest breaks 
in prices were followed by the two largest net sales of securities. At the other 
extreme, no rise of over four points has been followed by any net sale of 
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securities. All major breaks as well as a number of minor breaks were followed 
by foreign selling or reduced buying for periods longer than a week but of 
varying duration. 

It appears that foreigners have been following stock prices and that they 
have been from one to five weeks late in catching temporary lows for purchase 
or temporary highs for sale. Speaking inexactly, their operations have tended 
to aggravate persistent movements in one direction, but occasionally have tended 
to stabilize very short-term changes in direction of stock prices. 


James C. DOLLEY, by a statistical approach, estimated the effect of government 
regulation on New York Stock Exchange trading and price continuity. His conclu- 
sions were as follows: 

1. During the past two and one-half years, the New York Stock Exchange 
has become a markedly more discontinuous market for stocks. With a general 
trend toward declining trading volume, stock prices have shown an increasing 
tendency toward wider spreads from sale to sale and wider ranges in bid-ask 
quotations. So far as indicating a market trend is concerned, it is probably 
correct to say that a change of two or three points in stock prices today has no 
more significance than a change of one point several years ago. 

2. Trading both by the outside public and by stock exchange members 
diminished noticeably in volume during the period studied. Member trading 
for own account has declined relatively more than public trading, the volume of 
the former being about 10 per cent less in proportion at the end of the period 
than at the beginning. 

3. Of the various categories of exchange member trading for own account, 
floor trading has been most affected. The decrease in this type of trading has 
been pronounced, declining over the period 35 per cent in absolute amount and 
30 per cent in relative volume. 

4. The regulations which have had the greatest effect on trading volume 
unquestionably have been those relating to initial margin requirements. How- 
ever, diminished trading volume in recent months cannot be blamed upon any 
single government regulation, Rather, it seems probable that the long succession 
of new rules and regulations has exercised a cumulative effect, gradually dis- 
couraging more and more traders and either driving them out of the market 
altogether or reducing their activity. 

5. Whether stimulated by government regulation or not, the volume of odd-lot 
transactions increased during the period both in absolute and relative amount. 
It seems reasonable to believe that the new controls have operated to some 


extent at least to build the confidence of small investors in common stocks as 
investment media. 


ALEXANDER SACHS reported his findings in a statistical investigation of the 
impact of taxation and the regulation of the security market on capital formation 
and financing. In his investigation he used data from the income accounts and 
balance sheets of twenty-six representative American corporations having assets 
of 6 billion dollars from 1933 through 1936 and of sixteen corporations having 
2 billions of assets for the first half of 1937. He examined year by year the 
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financing require to gross plant, increases in inventories, and 


increases in recei | the sources of financing (depreciation, charged to 
income, retained | s, after cash dividends, funds secured from capital 
markets and fron eases in short-term liabilities, drafts on cash, and 


certain residual 1, such as realization on investments, changes 


in reserve, etc.) 


The conclusion es with considerable clarity and force from the 
detailed analysis « sses of American economic recovery financing since 
1933, as reflected sentative companies in industrial groups selected 
for their dynami istics in the cycle, may be summed up as follows: 
(1) With the pr recovery a critical situation has been developing, 
due to (a) the las ning and the ensuing malfunctioning of the new 
capital markets, at strains from the undistributed profits tax of 1936, 
imposed as that t regard to the needed replenishment, after un- 
paralleled losses, in kit ipital of American enterprise to meet recovery 
and prosperity cor ) With the attainment by the summer of 1937 of 
levels of activity a ich, while short of prosperity, became vulnerable 
to the rising and icts of the new tax burdens, the undistributed 
profits tax, in con h the capital gains tax and the distortions of the 
market mechanisms, bout an arrestment of the process of capital forma- 
tion and a crippl functioning and the channeling of the economy's 
savings for the mainten tt to mention the further improvement, of the 
levels of productio yment, and thus rendered inevitable a synthetic 
depression. (3) | he end of 1936 the working capital position of 
Ameri¢an industry, : the levels of activity and to historical prudential 
normals, began t nd this impairment was accelerated in the first 
half of 1937. (4) f 1937 the very continuance became gravely 
threatened by the ments, from (a) the stagnation in the forward 
or mew issues Cay (b) the disruption and deflation of the markets 
for outstanding cay (c) the tax-imposed deprivation of the corporate sav- 
ings for internal tion. (5) The causes of this impasse which has 
developed, notwitl mulated shortages and the absence of any ex- 
cesses in the part o date, present marked contrasts with the earlier 
American recoveri mporaneous further advanced and more widely 
diffused British re ) The arrestment of the capital formation process 
and the conseque tening and contraction of business long-term 
prospective and < necessarily involve a lowering of the levels of 
activity and employm producers and consumers durable goods industries 
and a throwing b ymy closer to subsistence consumption levels. 
(7) Hence, with a ‘ving been made inevitable by the combination of 
extra-economic af factors and having, as it is believed, already 
begun (September: st), the joint task of government and business 
leadership is to ] velopment from the cumulative extra-economic 
maladjustments of ve instead of a regenerative intermediate cyclical 
readjustment. And ) the outstanding prerequisite for such a solution 
is the co-ordinate he economy from the specific restraints and 


burdens that are with the social objectives as they are with the 
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economic functioning of the system, constituting as they do a sort of gratuitous 
reversal of economic trends which, if uncorrected, could lead to a synthetic, 
dynamic deflation in the economic system. 


In the discussion from the floor, James F. Hughes remarked that if the gov- 
ernment restricted the flow of bank credit into the security market, it will then 
have to act as the expander of credit or industry will fail. Kemper Simpson cited 
other statistical studies made of the questions attacked by Professor Dolley and 
criticized some of the latter’s methods. James L. Knipe cited examples of stocks 
having extremely thin markets apparently caused by government regulation. 
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may be assumed. First, the demand for capital goods is a derived demand. It will 
normally be inelastic, therefore, where the demand for the finished good is 
inelastic or where capital costs form a small proportion of total costs. Second, 
there are at all times industries whose demand for capital goods is inelastic 
for special reasons. The trend of investment in textiles, railroads, and ship- 
building, during the past decade, for example, would probably not have been 
affected very much by lower steel prices. Third, opportunities for unusually 
profitable investment seem to be linked with the progress of discovery and 
invention, which is notoriously irregular. The view that the demand for capital 
goods becomes more inelastic in prosperity and depression rests on the well-known 
bias of producers’ anticipations during these periods. During depression producers 
are extremely unwilling to expand their plants, and may not even replace existing 
equipment as it depreciates. During prosperity, an unduly optimistic view of 
the future trend of demand for consumers goods leads to overbuilding. 

If this view is correct, it follows that the level of capital goods prices is of 
little importance during certain phases of the cycle. Once recession is well 
under way, reduction of basic material prices can probably do little to check it. 
Conversely, moderate increases in these prices during prosperity will probably 
not prevent boom conditions from developing. In the early stages of recovery, 
however, low prices for capital goods will certainly stimulate the recovery 
process. Again, a prompt reduction of capital goods prices might help to check 
the development of a recession. If the cost of equipment were reduced at a time 
when producers are still reasonably optimistic, they might be induced to make 
fresh investments, and this increased spending would in itself help to make 
their anticipations come true. There is also some reason to believe that the 
volume of residential construction might be maintained at a relatively high level 
through a prompt reduction of building costs. 

Admitting these qualifications, I still see no reason to believe that greater 
flexibility of prices would alter the general outlines of the cycle as we now know 
it. At certain points in the cycle, and as regards certain lines of investment, it 
would undoubtedly have an alleviating influence. The major remedial measures, 
however, are probably to be found elsewhere. 


FraNcis M. Boppy: The effects of various price policies followed by firms 
faced with a change in demand on the investment of resources in those firms 
will vary with the competitive situation of the industry in question. If the 
industry is operating under conditions of pure monopoly the absolute amount 
of investment may be well below the level of investment under pure competition, 
and the relative fluctuations in output and hence in investment may not be 
exactly the same under these two different sets of conditions as the firms make 
the best adjustments to the changed demand, but they should be of the same 
general order. 

Under conditions of monopolistic competition there are various policies open 
to each producer, and the choice depends on the competitive situation. If entry 
is restricted and the number of producers small, each may accept his present 
share of the general demand and the whole group may follow the policy of 
the monopolist—setting an optimum price, output, and investment (with due 
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immediate needs for cash, the proportions of direct to overhead costs, and 
especially the proportions of out-of-pocket costs to book costs. The elasticity 
of demand changes from boom to depressions. Farm products have always been 
more flexible in price than manufactured goods because of the inability of 
farmers to control the climate and because of the relative unimportance of hired 
labor in agriculture. The increasing size of industrial units has not increased 
the rigidity of industrial prices which are now less rigid than they were a 
hundred years ago. 


In the discussion which took place from the floor, Alexander Sachs stressed the 
unreliability of index numbers when used to show relative changes between manu- 
factured goods, such as automobiles, and farm products. The prices of the former, 
he asserted, are often “nominal” prices. Changes in the serviceability of the good 
often offset the apparent gain in the prices of such goods. Mordecai Ezekiel ob- 
served that although Mr. Sachs’s point in respect to automobiles might be correct, 
the same increase in quality could also be found in many farm products. 
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spending as a recovery measure is whether its directly beneficial effects in 
stimulating consumption are outweighed or not by the injurious indirect 
cftects that it may have on private investment through its repercussions on 
the budget, the bond market, building costs, the state of confidence, and 
future expectations. In brief, the theoretical controversy sums up as one 
between the direct ‘‘reflationary” effects versus possible induced “‘defla- 
tionary” effects. 

For example, Keynes's purpose in The General Theory was to show how 
a given increment of investment will bring about a much larger increase 
in total income and employment. The multiplier is defined in terms of the 
marginal propensity to consume. Professor Haberler has conclusively dem- 
onstrated, to my mind, that Keynes, by assuming something about the 
marginal propensity to consume, assumes something about the multiplier, 
and treats a relationship by definition as a causal or empirical relationship 
between investment and income.? In the formal sense the propensity to 
consume is, indeed, merely another aspect of the multiplier. In the empirical 
sense the two concepts can be distinguished, but then it becomes impossible 
to deduce the multiplier from the propensity to consume. The value of 
the multiplier, as a practical matter, will depend upon various factors such 
as the extent of the leakages of expenditures into money balances and the 
effects that the new spending produces on the marginal efficiency of capital 
and on the income velocity of money. In fine, the argument begs the question 
of the relation between increases in investment and increases in income. 
We cannot tell what effect a change of investment will have on income 
until we know what the change in income is!* The effect depends upon a 
series of variables wholly independent of the formal relationship. The value 
of the multiplier can be determined only after the effect on income has 
been produced.* 


*G. von Haberler, “Mr. Keynes’ Theory of the Multiplier,” Zeitschrift fiir Nation- 
alikonomie, Band VII, Heft 3, 1936, pp. 299-305. 

*I am indebted to my colleague, Mr. Raymond J. Saulnier, for this point, which he 
elaborates in his forthcoming book on Contemporary Monetary Theory. 

“Keynes's concept of the propensity to consume is highly ambiguous. (See F. H. 
Knight, in The Canadian Journal of Economics and Political Science, February, 1937, p. 
104, and A. H. Hansen in The Journal of Political Economy, October, 1936, p. 675.) 
Its meaning seems to change continually with the context, as, for instance, from the rela- 
tionship between the absolute level of income and consumption to the relation between 
changes in these quantities. Furthermore, Keynes appears to assume without argument 
that it is always necessarily an increase in investment, not consumption, that generates 
an increase in income. More important, he states that “in given circumstances a definite 
ratio, to be called the multiplier, can be established between income and investment”; and 
again, that ‘‘a precise relationship is established between aggregate employment and income 
and the rate of investment.” (General Theory, p. 113.) Actually, despite the claim of defi- 
niteness and precision there is little justification for predicting what effect a given incre- 
ment of investment will have in increasing income. It is not very helpful to be told that 
there is always a formula . . . relating output of consumption goods which it pays to 
produce to the output of investment goods.” (J. M. Keynes in The Quarterly Journal of 
Economics, February, 1937, p. 220.) The reverse statement would hold equally good: 
there is presumably some formula relating the output of investment goods that it pays to 
produce to the output of consumption goods. The latter relationship, neglected by Mr. 
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II. The Relation between Public Works and Total Public Expenditures* 


The emphasis usually placed on variations of public works expenditures 
in the controversy about the effects of expansionist fiscal policies is some- 
what misleading. Despite important differences in the economic effects of 
capital and noncapital expenditures respectively, the volume of public ex- 
penditure as a whole remains the dominant consideration. 

Since 1929 the movements of total expenditures have often been quite 


| dissimilar from those of public works. In 1931 public works dropped by 


over half a billion dollars, while nonconstruction expenditures increased by 
a billion. In 1932 construction fell by a further billion dollars while other 
expenditures were up two billions more. In 1933 both items fell and in 


Tas_e | 
ANNUAL VARIATIONS IN PusLtic Works ExpENDITURES AND ToTaAL GOVERNMENTAL 
Expenpitures, 1930-36* 


(Increase or decrease each year as compared with preceding year) 
(In millions of dollars) 


Y Public Other Total 
ed works expenditures expenditures 

1930 +77 +251 +328 
1931 — 565 +1,007 +442 
1932 — 1,063 +2,001 +938 
1933 —177 — 1,008 —1,185 
1934 +792 +1,425 +2,217 
1935 — 40 +544 +504 
1936 +1,204 +1,242 +2,446 


Source: Computed from figures of Table III, below. 
* Both federal and local governments. 


1934 both rose, but by very different proportions. In 1935 the construction 
figure remained unchanged while other expenditures were up half a billion 
(Table I). Public works expenditures and total government deficit spend- 


ing likewise show no close correspondence. Nor is there much cortes- 


pondence revealed between the movements of federal and local expenditures 
respectively. Examination of the detailed figures broken down by different 
governmental units often shows markedly divergent movements in the 
Various series, and indicates that public works expenditures tell only part of 
the story. The decline in the construction expenditures of the localities dur- 
ing the depression, for example, is partly explained by their having had 
to meet more urgent needs, such as for relief; so that often a redistribution 
of total expenditures rather than a reduction took place. Indeed, the main- 
tenance of construction at the expense of more urgent needs for local funds 
would have been quite unjustified. There is no sense in firing teachers for 


_"IT wish to acknowledge the generous help of Mr. Henry Villard in the preparation of 
this section. 
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them as relief road-workers on improvised proj- 
the construction industry is in need of special 
ons, it is also true that construction expendi- 
secondary effects than other types of govern- 
goes to labor directly and the stimulating effects 
ng delayed if the replacement of machinery is 
tify the special maintenance of public construc. 
the cost of other socially desirable objectives, 


reason why federal aid to the localities should take 


and grants rather than that of general assist- 
nd market, irrespective of the purpose of the 


y Deficit-Spending during the Depression 
irical case for government deficit spending as a 
» largely on the seemingly insuperable difficulty 
eral reduction of costs and prices in depressions, 

nt to which our economy is permeated today by 
property taxes, freight rates, power rates, trade 
rm interest charges, and the like. On the other 
vements which would permit reduction in unit 
iddition, the cost-price-reduction line of attack 


| to expectations as a determinant of investment. 


lepression recovery cannot be expected without 

| resulting in a rise of prices or increased sales 
reased demand must be dependent largely upon 
hich in turn must be largely dependent upon 


severe depressions, however, the desire to invest 
ive strong. Thus increased private expenditures 


» local construction was relatively very small. In 
by the localities for nonconstruction purposes sharply 
tion. Had easier borrowing conditions allowed the 
uction, more current revenue would have been freed 
| also have been able to borrow more for relief and 
lid. Thus there was a prima facie case for general 
bond market. The latter was clearly in need of 
to be maintained. On the other hand, the federal 
(except for a short-lived break during the banking 
rnment to render the needed aid, especially since, un- 
tion to support the value of its securities by central 
ns 


n stimulating expansion is in inverse proportion 


in prices and output. In America, by 1932, the latter 
far in excess of any conceivable cost reductions resulting 
Moreover, cost reductions are of no avail in halting 


imultaneous expansion of output, since otherwise 
national income, is merely further reduced, necessi- 
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wait on increased demand, and increased demand waits on increased ex- 
penditures. If so-called natural forces are relied upon to bring about re- 
covery, the vicious spiral may accordingly continue indefinitely, with cumu- 
lative deflationary intensity, and the argument for government intervention 
to break the circle becomes strong. The help that may be expected from 
unavoidable replacements, the introduction of new cost-reducing machinery 
in established industries, and the appearance of new products requiring 
new productive equipment, can hardly be counted upon to counteract the 
powerful deflationary forces at work.* Moreover, even if expectations of 
enhanced profits are restored, the existence of unutilized productive capacity 
means that a substantial increase in demand can be met with little need 
for increased investment in new plant facilities. But even were it to be 
granted that in the course of time new investment and decreased saving 
will “naturally’’ overtake continuing disinvestment and saving, the social 
cost involved in the continued nonutilization of the community's human 
and physical resources is too high a price to pay. 

Let us apply these observations to the actual situation during the depres- 
sion. The outstanding feature of the business picture in 1932 and early 
1933 was the existence of unutilized capacity and unemployment in virtu- 
ally all spheres of industry. Compared with 1929, the national income had 
been cut by over a half. The severe shrinkage in the demand for all goods 
was reflected in sharply falling prices and increasingly large business losses. 
Confidence in the outlook for profits had been completely undermined by 
three years of cumulative deepening depression. Checking accounts in banks 
had declined by some 8 billion dollars by mid-1933; in addition, over 3 
billions of time deposits were in banks that failed to reopen after the bank- 
ing holiday. The decline in national income was paralleled by the shrinkage 
in the revenues of governmental units, national and local. Increased taxes 
could not halt growing deficits, with resultant need for cutting expenditures. 
State and local governments had spent over 2 billion dollars annually on 
public works in the period 1925-31, but in 1933 they spent (exclusive of 
federal grants and loans) only approximately a billion dollars.*° The elec- 
tric power industry alone had spent nearly 1 billion dollars on construction 
in 1929 and 1930; in 1933 it spent only 100 million."* The railroads, which 
had spent over a billion dollars annually up to 1929 on plant and equip- 
ment, had also reduced their expenditures drastically. They could not be 
expected to spend more until their revenues expanded, but expansion of 
revenues was contingent upon revival of business. Expenditures on resi- 

*Such as the widespread repugnance to indebtedness, resulting in the use of increased 


revenues for the reduction of such indebtedness or in their being held in the form of 
cash to meet future contingencies. This applies equally to individuals and business con- 
cerns. 
“A.D. Gayer, Public Works in Prosperity and Depression, Ch. 3; and Construction 
Expenditures and Employment, 1925-36, WPA, Washington, 1937. 
But this was partly attributable to special legislation affecting utilities. 
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1925 to 1928 had exceeded 4 billion dollars 
uunted to less than 400 million dollars.” 
tural” recovery taking place in these circumstances 


raging. The increased demand that was a prerequisite 


y be expected to come out of previously accumulated 
of the population was being supported by public 
ent on relatives, and savings generally had been 
s increased demand was contingent upon increased 
5 were in turn contingent upon increased spending 
s or by government. But if the increased incomes 
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the existing excess productive capacity? 
r obsolescence, American industry was geared 
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f durable goods were cut down, by both individ- 
necessity rather than from choice, and that 
h goods waited upon an increase in incomes. In 
tment, the decrease in the production of durable 
a reflection of decreased ability to buy, as, for 
ls, and partly a reflection of the absence of need 
rrent demands. As remarked above, expenditures 
plant necessary to satisfy the effective demand 
would not have been sufficient to increase 
therefore, that ‘deferred’ demands would have 
rise in incomes, and, hence, in the effective 
had made it possible and profitable to install the equip- 
nds.** The conclusion appears inescapable. The 
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prospects of a so-called natural recovery being so slender, a strong case 
existed for the government to try bringing one about through increased 
deficit spending. 

But what about the charge that the government's spending program in- 
hibited investment by increasing the cost of borrowing for private business? 
The thesis is hard to sustain. In the four years following the middle of 
1933 the volume of checking accounts in all banks, plus the demand de- 
posits of the government in commercial banks, expanded by some 9 billion 
dollars.'* The major part of this increase was due to the rise in the holdings 
of the public debt by the banks. This enlargement in the supply of money, 
taken in conjunction with a decrease in indebtedness, without question 
greatly improved business liquidity and was a most powerful factor in 
forcing down long-term interest rates to a very low level. Thus, instead 
of driving interest rates up by absorbing the available savings of the com- 
munity, government borrowing actually had the opposite effect, by greatly 
augmenting the supply of loanable funds. At the same time that the 
government was spending billions and carrying unprecedentedly large 
budget deficits year after year, federal credit steadily improved, the gov- 
ernment bond market continued very strong, and a notable succession of 
funding and conversion operations was effected. Due to the latter, the cost 
of servicing the present much enlarged debt is not greatly in excess of carry- 
ing that of 1933. 


IV. The Magnitude and Effects of the Federal Contribution to 
Community Income, 1930-37 


There are various reasons why the reported figures of the federal deficit 
are not satisfactory measures of the contribution of the government to 
private incomes.*® 

It is apparent that not all government expenditures lead to an increase 
in buying. Refinancing expenditures, for instance, serve a highly useful 
purpose in preventing forced liquidation. They do not, however, result 
in a direct increase in the expenditures of the public. Similarly, when the 
government spends money that is collected in taxes and would have other- 
wise been spent by the taxpayer, there is a transfer of buying power rather 
than a net increase. Briefly, what the figures presented here measure is the 
net flow of income directly attributable to government activity; that is, all 


condition for domestic recovery, but it would scarcely seem to have been adequate by 
itself to initiate recovery. Our exports were not large enough relative to home production 
to generate an upturn. This consideration is quite apart from the difficulty of long main- 
taining an externally undervalued dollar. In point of fact imports rose more than ex- 
ports under devaluation. 

“The volume of demand deposits plus cash outside banks expanded by some 12 billion 
dollars, or 60 per cent, during the same period. 
_ " These reasons are discussed in detail and the methods used in deriving a more satis- 
factory measurement are explained in the Appendix to this paper. 
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income received di: from government agencies and from persons and 
institutions which are financing their expenditures by borrowing from 
government ag nus all deductions from income paid over to the 
government as ta ;, etc. For the purpose of this definition, income 
means money re ; derive ; from the sale of services currently rendered, 
The term “‘incot sing’ as used here is roughly equivalent to “busi- 
ness-stimulating pump-priming,” terms which in popular usage de- 
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note an all-round it n cash receipts of both business and those who 
are employed by 

Federal net in reasing expenditures increased rapidly after 1929, 
until the present Che figures for 1934 and 1935 exceeded 3 billion 
dollars each cale r and in 1936 amounted to 4 billions. Monthly 
averages have rut ;, in millions of dollars: 1932, 137; 1933, 155; 
1934, 270; 193 6, 335. For the first half of 1937 the figure 

* The monthly « f the government and its agencies are checked item by 
item in order that t appear likely to result in current purchases may be 
separated from thos t in current buying. Appropriations to the Old Age 
Reserve Fund, for not increase current buying. One-half of the proceeds 
of bonus bonds ca to result in current purchases. From the gross ac- 
tivity-stimulating es then deducted all tax receipts except estate taxes and 
gift taxes. Estate tax {| not to result in a deduction from current expendi- 
tures. Doubtless tl portion of income taxes likewise does not result in 
a contraction of cu ttle basis exists for estimates of this amount on 4 
monthly basis. It s nind, however, that by deducting all income taxes 
this particular seri lerstate the government's contribution and to over: 
state the decline fr payments are smoothed over a three-month period. 
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Tas_e II 


FepeERAL Net INCOME-INCREASING EXPENDITURES AND Bupcet Dericirs, 1930-38 
(In millions of dollars) 


(1) Net federal income (3) 
Fiscal years increasing expenditures Budget deficit* 
1920 — 534 — 184> 
1931 1,302 462 
1932 1,776 2,735 
1933 1,838 2,602 
1934 2° 392 3,630 
1935 3,285 3°002 
1936 3.407 2’ 688° 
1937 2°757 2'707 
1938 2504 695° 
Total, 1931-37, inclusive 16,757 17 ,826' 


Source: Col. (2), Table IV, below (Appendix); Col. (3), Treasury Statements. 

* Exclusive of debt retirement. 

> Surplus. In this year 554 million dollars of public debt was also retired. 

¢ Excludes provision for payment of bonus; including this item, the figure is 4,362 million 
dollars. 

4 Preliminary estimate, made November, 1937. 

¢ President’s budget statement, October, 1937. 

{ Including bonus, 19,500 million dollars. 


Taste III 


GovERNMENTAL INCOME-INCREASING EXPENDITURES, PusBLic Works AND ToTaL ExpenpI- 
TURES, AND NATIONAL INCOME PRopUCED 
(In billions of dollars) 


a) | @Q) (3) (4) (5) 6 | 
| Federal Local Total Total 
| income- income- Total, public govern- National 
Years | increasing | increasing | columns works mental income 
expendi- expendi- | (2) and (3) | expendi- expendi- produced® 
tures* tures> tures° tures? 
1929 --- 929 — 3,555 11,709 80,757 
1930 251 973 1,224 3,632 12,037 67 ,969 
1931 1,748 635 2,383 3,067 12,479 53,499 
1932 1,646 392 2,038 2,004 13,417 39,545 
1933 | 1,856 — 298 1,558 1,827 12,232 41,813 
1934 | 3,238 225 3,463 2,619 14,449 49,575 
1935 | 3,154 244 3,398 2,579 14,953! 54,955 
1936 | 4,025 3,783 17 , 399! 63,799 
1937 | 900 17,199! 69 ,000« 


* From Table IV, below (Appendix). Calendar years. 

» Figures calculated by H. H. Villard. 

°A. D. Gayer, Public Works in Prosperity and Depression and Monetary Policy and 
Economic Stabilization, 2nd edition. 

‘ National Industrial Conference Board. 

* U.S. Department of Commerce. 


' Studies in Current Tax Problems, Twentieth Century Fund. 
Preliminary. 
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drops sharply t i for the second half of the year to 40 (partly 
estimated). Tal nts the annual figures for fiscal years since 1930, 
compared with budget deficits,’ and Table III gives annual figures for 
calendar years a ther significant series. The monthly figures since 
July, 1929, will | n the Appendix (Table IV). The accompanying 
chart, presenting ires, Shows that the monthly federal contribution 


CHART II 


ANNUAL INCREASES IN NATIONAL INCOME 


AND NET FEDERAL CONTRIBUTION 
22 


| 
| | 
| 
1933 1934 1935) {1937 
FIGURES INDICATE YEARLY INCREASE IN NATIONAL INCOME (IN BILLIONS). 
SOLID BLACK PORTION DENOTES FEDERAL CONTRIBUTION. 
to national incom raged a small minus quantity in 1929 and 1930, 
nearly 150 mill rs during the three years 1931-33, nearly 300 
million in 1934 nly 75 million in 1937 (calendar years). 

It may seem at first sight that expenditures of this magnitude, amounting 
only to some 6 | t of national income on the average for the years 
1934-36, inclusi hardly have had much significant effect on business 

_™ The explanati ‘nward trend in the deficit as contrasted with the steadiness 
of the net activity-st enditures in Table II is mainly to be found in the heavy t¢- 
payments of loans t Reconstruction Finance Corporation, which while de- 
creasing the actual nsidered to decrease current spending. , 

The argument f e bonus payment is that it represented an obligation of 
the government in i, which would have had to be paid in 1945. Moreover, 
it was not a part y and relief program, although undoubtedly a substantial 
portion of the payment net addition to the current expenditures of the public 
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activity. Compared with the volume of investment in a prosperous year 
they appear small. In 1928 total construction expenditures alone probably 
exceeded 13 billion dollars.** Yet income-increasing expenditures of over 
3 billion dollars annually could have a profound effect on business activity 
by converting excess savings into investment. In each of the years 1932 
to 1936, inclusive, these expenditures exceeded the total estimated value 
of new nongovernmental construction.*® When one takes into account the 
secondary expenditures involved, the resulting stimulus to business could 
very well have been of prime importance. 

This is seen more clearly when the net income-increasing expenditures 
are related not to the national income totals themselves but rather, as they 
should be, to annual changes in the national income. The comparison is 
as follows, for calendar years (see chart) : 


(In billions of dollars) 


1934 1935 1936 1937 
National income produced: increase over preceding year. ..7.8 5.4 8.8 42 


No allowance is made in this comparison for the fact that a substantial 
portion of income tax payments, particularly in the earlier years, would 
probably not have been currently spent if they had been retained by tax- 
payers. As to the secondary spending which the original contribution gener- 
ated, it will be seen that if we can assume an income velocity for money 
of two per year, which appears to be the figure for recent years, the rise 
in the national income in the last three or four years could be imputed 
almost entirely to government spending.” 


"A.D. Gayer, Public Works in Prosperity and Depression, Ch. 3. 

* Figures for the latter are as follows, in millions of dollars (figures in brackets are the 
corresponding income-increasing expenditures): 1932, 1,411 (1,646) ; 1935, 1,175 (1,856) ; 
1934, 1,363 (3,238); 1935, 1,982 (3,154); 1936, 3,001 (4,025). (Source: Construction 
Expenditures and Employment, 1925-36, WPA, Washington.) 

” Passing over the speculative inventory boomlet of 1933, is there any evidence for 
attributing the subsequent recovery to government deficit spending? The crucial question 
at issue here is whether the increased business disbursements that took place during the 
recovery themselves initiated the increase in incomes and the demand for goods, or whether 
they were rather the result of an increase in demand generated from other sources. The 
following evidence adduced by Dr. Lauchlin Currie appears significant. We know that 
business deposits increased sharply between 1933 and the close of 1935. What is the 
explanation? The increase could not have arisen from borrowing, because business was, 
in fact, reducing its indebtedness. Nor can more than a small portion of the increase be 
accounted for by the sale of marketable securities held in corporation treasuries. The same 
holds true for the repatriation of American business capital held abroad. Finally, business 
probably advanced more capital to consumers than it collected in debts from consumers. 
The conclusion is clear. Business must have received more from the community in the 
sale of its products than it paid out in wages, dividends, and other payments to the factors 
of production. The only possible important source of this new income there could have 
been was the net income-increasing expenditures of the government. If, thus, increased 
business disbursements did not initiate the increase in demand but were the result of it, 
the initiating force behind the recovery must have been government deficit spending. “If 
business had paid out more than it received in the sale of goods it would have expended 
money on additions to plant and equipment, making up the difference by drawing down 
its balances, by borrowing, or by new stock issues.” (Lauchlin Currie, ‘The Stabilization 
of Purchasing Power Through the Use of Public Credit,” paper read before the American 
Economic Association on December 30, 1936.) 
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onthly contribution this year from the levels 
ling three years probably did not in itself bring 
n, since there continued to be a net contribution, 
But it appears clear that private income-increasin 
d in 1937 at a rate sufficient to offset the decline 
Thus the rate of recovery slackened and te. 


ind Investment in the Recovery” 


er a peculiar and highly significant feature of the 
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ast. The revival was peculiar in being one based 
ption, with investment following the lead of 
leading the way. 
nt speculative inventory boom in the latter 
t before the spending program had really got 
primary importance in explaining the up- 
expansion in the demand for durable consum- 
biles, and federal deficit spending. This 
'¢ consumer goods, both durable and non-dur- 
replacements, and some new capital investment. 
employment and income in turn reinforced the 
tion, and in 1935 some further investment, this 
was evoked. Yet despite this normal cumu- 
nption and investment, the significant fact re- 
1 and investment followed, and, moreover, 
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ly based on narrow calculations respecting the 
f current consumption. 
in marked contrast to past recoveries, which, 
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1 recovery based on consumption, on the other 
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hand, is that it can go forward only as long as the consumption stimulus is 
continued, unless in the meantime investment has been resumed on a wide 
scale. If the new investment fails to materialize in adequate volume, the 
cessation of consumption-stimulating expenditures is likely, moreover, to 
produce not merely a leveling out of business activity, but a positive reces- 
sion, for the following reason. In past recoveries, when investment preceded 
consumption, the rate of investment was largely independent of the rate 
of consumption. But it becomes a very different matter when new investment 
is closely geared to current consumption. As long as consumption continues 
to rise, some new capital equipment will be needed. But as soon as consump- 
tion levels out, new investment declines and there only remains a replace- 
ment demand for new capital. The decline in total capital formation results 
in a further decline in consumption, and a depression becomes a very real 
danger. 

The question may be raised at this point why the resumption of new 
investment in adequate volume should be more unlikely to take place during 
the course of an upswing, even if brought about by increased consumer 
spending, than it would be in the absence of recovery. Surely conditions 
during recovery, however produced, should be more conducive to undertak- 
ing new investment than are depression conditions? Furthermore, granting 
that a rising tide of consumption need have only limited effects in evoking 
increased investment while widespread excess capacity still exists, should 
not extensive new investment be induced once existing capacity is being 
relatively fully utilized? The answer to this crucial question—whether there 
is any unique relation between a recovery based on rising consumption and 
the failure of private investment—is an extraordinarily difficult one. In 
my opinion that answer cannot be deduced from the nature and circum- 
stances of the consumption-stimulating program as such alone, but rather 
is contingent also on a variety of independent factors. It may quite well 
happen that a recovery based on rising consumption will eventually induce 
an investment boom along traditional lines if these independent factors are 
favorable. In that case recovery should then proceed on its own momentum, 
based on business spending. But there is no assurance that the investment 
boom will necessarily materialize out of a consumption-stimulated recovery. 
And if it fails to do so, then recession is likely to ensue once the consump- 
tion stimulus is withdrawn.”* I shall presently touch upon the independent 
variables in the business situation in recent years that in my opinion have 
explained the failure of investment to revive in adequate measure. 

* Failing the resumption of investment on an adequate scale, rising consumption can be 
expected to necessitate renewals and some increased plant and equipment needed to satisfy 
growing demand. But with a flattening out of consumption the need for new investment 
ceases. The current level of consumption demand can then be met with the existing equip- 
ment. Replacement only will be required and even that may be deferred if existing equip- 
ment is relatively new. The decline of investment may be expected in turn to result 


in a decline in consumption. Thus, once it ceases to expand, consumption does not remain 
Stationary but actually begins, instead, to decline. 
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Following the t ring off of the automobile boom came a sharp reversal 
of government fiscal j y in the shape of a virtually complete cessation, 
as we have sec f deficit spending. The stimulus to consumption was 
suddenly withdrawn. The impression is widespread that the federal gov- 
ernment is still spending lavishly, because the budget nominally continues 
out of balance. But in s ibst tance, economically speaking, the budget actually 
is already balanced. Allowing for social security collections, the present 
fiscal year will show, according to the President's revised October estimates, 
a surplus of 400 millions, in contrast to real deficits of over 3 billion 
dollars in recent preceding years. The federal government, as shown above, 
is today taking as much out of the national income stream as it is putting 
into it. 

If, in light of these circumstances, we are to avoid a sefious recession, 
two alternative courses seem to be open. Either private investment must 
be encouraged to | forward independently of the requirements of cur- 
rent consumption, or else consumption must be further stimulated. Since 
installment selling appears to have reached its maximum, it would seem 
that the further stimulation of consumption is dependent upon government 
action. In view of the undesirability of further unbalancing the budget—in- 
deed the desirability of balancing it, nominally as well as actually, as soon 
as possible—some change in the present social security setup would appear 
to be advisable. The change could be effected quickly and without disturbing 
the balancing of the fiscal budget if the old age reserve account were placed 
on a pay-as-you-go basis. This would remove the deflationary pressure 
currently exerted by impounding the old age pensions taxes in a special 
reserve. But if we must have a so-called reserve fund we should at least 
use it currently for expenditure on some socially useful objective, such as 
workers’ housing. At the same time encouragement could be given private 
enterprise to resume investment by modifying—not repealing—certain 
pieces of legislation which business claims to be particularly onerous and 
inhibitive of expansion, such as the undistributed profits tax, the capital 
gains tax, the utilities holding companies act, and so forth. 

I turn now to « er the independent factors unconnected with govern- 
ment spending that may account for the low level of investment in recent 
years. One widely reiterated explanation has run in terms of New Deal 
legislation touching the capital market, and allegedly restrictive of new 
investment. Stress is also laid on difficulties arising out of the magnitude 
and duration of the deficit financing and the loading of the banking system 
with such large holdings of government debt. 

Even granting that there is some force in this line of reasoning, it seems 
to me to have been decidedly overworked as an explanation of the recent 
recession. It fails to touch fundamentals. After all, these controls wert 
not imposed yesterday; despite their existence, considerable recovery did 
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take place. More important seems to me to be a rather different, though 
allied, factor—the atmosphere of hostility and mistrust between the govern- 
ment and business which has prevailed since 1933, and the resultant lack 
of faith in the long-term future on the part of business.** The basic factor 
in the situation has been, not so much the question of the functioning of 
the mere technical mechanism of the capital market, but rather the anticipa- 
tions of the future yield of investments, which rest upon deeper seated 
forces. 

A third factor explaining the failure of new investment to revive ade- 
quately during the recovery has been the tendency to push costs up higher 
than the level of income justified. The cause lay partly in governmental 
policies beginning with the NRA,”* partly in corporate price policies, partly 
in labor policies. In the construction industry the cost of building materials, 
of labor, and of borrowing all alike stand at such notoriously uneconomical 
high levels that the new houses so badly needed are simply not being built 
in any adequate volume.** Public utilities hesitate to risk developmental 
rates designed to tap potential demand. Business price-fixing and monopo- 
listic practices have limited output and employment. New investment 
in the railroads has been restricted by both high labor costs and the failure 
to effect thoroughgoing rationalization. In producers goods industries in- 
creasing costs have combined with corporate price policies to retard expan- 


© sion. Those who find the source of all the trouble in government spending 


and unbalanced budgets as such spend too much time in barking up the 
wrong tree. Without attempting to allocate responsibility for the present 
state of affairs between government, business, and labor, it may, I think, 
be argued that government pump-priming expenditures accompanied by 
a planned policy of cost and price reductions might have been expected 


“The absence of this mutual hostility and distrust has, in my opinion, been one of 
the factors that explain why British business has accepted probably heavier burdens from 
its government without impairment of the performance of its function of creating employ- 
ment by making new investment—though I would not of course attribute exclusive sig- 
nificance to this one circumstance. 

* Under the wage-raising provisions of the NRA, building wage rates, which in any 
event had not fallen during the depression in proportion to prices, or to wages in general, 
and whose reduction was a prerequisite to the resumption of private building activity, were 


> actually increased. At the nadir of the depression a wage scale was set which exceeded the 


rates that had prevailed during the boom in many communities. This was not an inevitable 
concomitant of the public works program. Rather was it a fortuitous consequence of the 
avowed policy of attempting to promote recovery by raising wages all along the line in 
order to “increase purchasing power.’ Conceivably the government could have pursued the 
Opposite course of stipulating that any expanded construction outlays would be conditionai 
upon a reduction of building wage rates and the prices of building materials. Such a 
course would have facilitated the scatmg down of those prices whose reduction is most 
necessary to stimulate business spending in a depression, and would have helped to remove 
maladjustments in the cost-price structure, instead of reinforcing them. 

_ “Interest rates on loans for residential construction are, for example, completely out of 
line with the low rates on long-term government bonds. The various parts of the interest 
rate structure are not closely interrelated. Despite the easy money conditions prevailing 
in general during recent years, interest rates at certain crucial points for new investment 
have remained at uneconomic levels. 
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to have had ver fferent results in encouraging the resumption of new 
investment, i tion to stimulating consumption. As things are, the 
withdrawal of imption stimulus finds the country lacking an ade. 
quate tide of nt to carry forward the recovery process on its own 
momentum. 

There remaii final factor to be touched upon. Though it is shrouded 
in deep obscut irries us into highly speculative regions, it may quite 
well be of considerable importance in explaining the failure of investment 
to revive satisfactorily. I refer to the possibility that an increasing secular 
difficulty may | fronting business today in finding promising channels 
for investment on an adequate scale. We are not justified in assuming 
without question that profitable new investment outlets will always auto- 
matically pres lves in abundance, and in counting upon the ap- 
pearance on th f something similar in its effects to power-driven 
machinery, the railroad, electrical development, or the automobile. Past 
history has sh ls of secular stagnation, as towards the close of the 
last century, alternating with bursts of investment activity. The problem 
of long waves, spect, of secular stagnation, may be equally as 
important as that of cyclical fluctuation. I shall not hazard predicting the 
future.?? But cet ral considerations are disquieting. First, the famil- 
iar fact of the rapidly approaching cessation of population growth is of 
quite cardinal Second, as the curve of industrialization rises, 
it is also in danger of flattening out, in the sense that any given new in- 
dustrial developt , in order to have the same relative effect upon the 
economy in its totality, has to be of progressively greater absolute mag- 
nitude. Finall urve of national and per capita income fises, a 
progressively larger proportion of income is spent on nonessentials. I lack 
space to enlarg the implications of these considerations. I shall merely 
conclude by suggesting that, if indeed a period of secular investment stag- 
nation is conf: jue to an excess of savings and a lack of cor- 
responding it nt opportunities, the problem of appropriate govern 
ment fiscal pi bound in the future to be enormously more complex 
and difficult tha is been hitherto. For the government may then be 
called upon, not y to use fiscal and monetary policy as a cyclically 
compensatory but also, at the same time, as an instrument for 
opening up | itlets for the flow of surplus savings. A seculat 
problem woul rimposed upon the cyclical problem, and the rile of 
fiscal policy in t iole saving-investment equation, in promoting steady 
economic gr vould be profoundly altered and assume a new sig 
nificance. 

The meth ised for calculating the income-increasing expenditure 

** But see, on le future relations of capital supply and demand, the interesting 


estimates of Prof | Lehmann in their study of “Economic Consequences © 
Recent America ! Research, Sup. I, 1938. 
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of the federal government is based on an unpublished study by Lauchlin 
Currie and Martin Krost. The figures from January, 1932, are also theirs. 
The earlier figures, however (through December, 1931), were computed 
independently by Henry Villard by substantially the same methods, subject 
to certain minor refinements. The Currie-Krost method was in turn based 
partly upon a previous unpublished study of Albert G. Hart, which had the 
benefit of Professor Viner’s comments. I am indebted to Dr. Currie for 
the following description of method. 


APPENDIX 
The Measurement of Federal Net Income-increasing Expenditures 


IV 


Net FEDERAL GOVERNMENT INCOME-INCREASING ExpENDITURES, 1929-37" 
(In millions of dollars) 


| 4929 1931 1933 | 1934 | 1935 


101 264 
280 
232 
256 
240 
383 


3,285 


272 
183 
268 
284 
229 

ecember 263 


Calendar year — 3,154 


* Figures through December, 1931, calculated by H. H. Villard; from January, 1932, by 
[.. Currie and M. Krost; in both cases hitherto unpublished. 

» Half the cash bonus payments made in 1936 are distributed over the month of payment, 
the _ months preceding, and the three months following. 

Preliminary. 


he term “income-increasing,” as used here in reference to any given 
transaction, means that the money changing hands is either itself a payment 
for current output, or that the nature of the transaction implies that the 
money will be used as payment for current output in the near future. The 
distinction between income-increasing and non-income-increasing expendi- 
tures does not correspond to the distinction between transactions ‘‘on capital 
account” and “on income account” either from the point of view of the 
government or of the person receiving the payment. Similarly, to say that a 
transaction is income decreasing means that the volume of spending on 


current output is less than it would have been had the transaction not 
taken place. 


4 

3 
ry | 1936 | 1937 
January — | —49 291 | 237 
February — | —39 184 107 
B March — | —16 244 50 
April —21 99 
May —50 332 | 46 
: June — | —24 543 | 101 
Me Fiscal year — | —534 | 1,302 | 1,776 | 1,838 | 2,392 | | 3,407 | 2,757 
469 | 114 
407 35 
= S 296 36 
0 | 53 
i N | 300 | 0° 
D 
| 4,025 | 900° 
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transaction can be traced with certainty only a 


ps in the flow of payments in the best of circum. 
the immediate results are predictable because of 


person to whom payment is being made. In 

is little doubt as to what is done with relief 
nature of the transaction is sufficient indication 

is will be put. For instance, loans to business 
used almost as soon as made, both because of 
1use of the purposes for which they are extended. 
be as easily classified as these and doubtful 

»f more or less arbitrary judgment. The general 


t was to assume that no increase in income occurred 


1g evidence to the contrary. 

; follows: the Treasury Daily Statement of the 
the detailed statements of receipts and expendi- 
; months of the current fiscal year; the Federal 
itstanding loans of the Reconstruction Finance 


nstituent agencies of the Farm Credit Administra- 


ires on collections of internal revenue and the 
harge on the public debt; and lastly certain 
intitative significance which is not available in 
| must be obtained by special arrangement with 


eipts fall into the income-decreasing category. 
ls of borrowing, estate taxes, proceeds of foreign 
ernment, seigniorage, increment resulting from 
the gold dollar, and part of the Panama Canal 


; the most important example of a considerable 
from one category to another according to the 
iness cycle. Over almost the whole period cov- 
1ssume that the desire to invest was weak, and 
ortunities were scarce; so that the funds invested 


ities were either newly created deposits (the crea 
>prive the banks of the ability to make other loans 


alances (which would otherwise not have been 
sources of funds is available to any great 
| or active business. At such times funds invested 
probably diverted from other uses. Hence, in 
mild recessions government borrowing is 10 
ts, while in depression and the early stages of 
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if it is noted that statements regarding the 


i 
| 
| 
| 


Fiscal Policies 109 


effects of government expenditure do not refer to the complete chain of 
events which begins with the transfer of a given sum by investors to the 
government and ends with the transfer of an equal sum by the government 
to those from whom it buys goods and services. The discussion at this point 
relates only to the effects of the first link in that chain. 

The effects of the collection of the estate tax vary in the same manner 
between different phases of the business cycle. In depression most estates 
probably hold enough cash and liquid assets to pay the tax without reducing 
the volume of spending which would have been done had no tax been 
paid. It is only in prosperity that the funds which are held by the estate 
(or by the buyer of the assets which it must dispose of to obtain cash for 
tax purposes) can be assumed to be fully employed. This treatment of estate 
taxes may raise the question as to why income taxes (especially in the 
higher brackets) are not similarly treated. Any guess about how the payers 
of income tax would behave if relieved of their tax obligations is extremely 
hazardous, but despite the strong popular feeling to the contrary it would 
require stronger evidence than is available to lend plausibility to the sug- 
gestion that they would simply let the money lie idle. There is the additional 
practical difficulty that no figures on the size-distribution of the incomes 
on which taxes are paid are available for periods shorter than a year. Any 
tendency on the part of high income taxation not to decrease incomes is 
compensated for in direction if not in amount by some tendency on the 
part of estate taxes to decrease incomes. 

The other non-income-decreasing receipts (proceeds of foreign obliga- 
tions held by the government, seigniorage, and the increment resulting 
from the reduction in the weight of the gold dollar) offer no problem. A 
certain amount of smoothing has been necessary, due to the fact that in- 
come taxes and certain other government receipts are payable annually 
or quarterly while their effects on expenditure are spread comparatively 
evenly over the year. 

Turning to expenditures, we find that almost all items under the first 
main heading of “‘General Expenditures” in the Daily Treasury Statement** 
are income increasing. Again, however, certain smoothing operations have 
been necessary, as the total annual appropriation is transferred to various 
government funds on the first day of the fiscal year, although expenditure 
is fairly even over the year. Acquisition of assets by various government 
funds will receive separate consideration below. Payments of interest have 
been considered as income increasing, while debt retirements have been 
classified as non-income increasing. The proceeds of such retirements are not 
likely to have been invested in productive enterprises on any large scale 
ite: the period under consideration. Interest disbursements have also 


* The classifications of the Daily Treasury Statement vary from year to year. The one 
referred to in the text is for July 15, 1936. 
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the legislative or executive branches of the government, and some of them 
have been built up very largely out of appropriations by Congress. Part of 
the income of these funds is interest on their investments (almost ex- 
clusively government securities) and the remainder consists in the main 
of deductions from salaries of government employees (or some other form 
of trusteed receipt). As both salaries and interest have been included in 
income-increasing expenditure, it would at first seem as if the funds would 
be neutral if their expenditures and receipts were equal, as they would 
then merely restore to private incomes what had been taken from them 
in the form of receipts. But part of the expenditure of these funds, as re- 
ported in the Daily Treasury Statement, goes toward the purchase of addi- 
tional securities and so must be treated as similar to debt retirement. More- 
over, the two largest of these funds, the adjusted Service Certificate Fund 
and the Government Life Insurance Fund, were given the power in fiscal 
1931 to make loans on Service Certificates, in addition to the previous policy 
loans made by the latter fund. If we can assume that no one borrows against 
his life insurance or his Service Certificate without desiring to spend the 
proceeds, it follows that these loans must be treated as income increasing. 
Yet because from the point of view of the funds this simply amounts to 
a change in the assets held, neither the proceeds of the sale of investments 
(government securities) nor the payments made as a result of the loans 
are shown in the Daily Treasury Statement. It has been necessary, there- 
fore, to find out what the changes were in the holdings of government 
securities and of policy loans by the more important trust funds during 
the period under discussion, and to subtract increased holdings of govern- 
ment securities and to add increased amounts of policy loans to our previous 
totals of income-increasing expenditures. 

No allowance has been made for the Stabilization Fund, because no 
statistics are available on its activities. The only other item of interest is 
the government’s payments to the Federal Reserve banks for industrial 
loans, which were charged against the gold profit. These have been in- 
cluded as income increasing. 

From the discussion above it should be clear that any coincidence of 
the income-increasing deficit and the reported deficit is purely accidental. 
[t may be convenient to summarize the reasons why this is so. For any period 
the totals are likely to differ because of the exclusion from the above com- 
putations of certain receipts and expenditures which affect the Treasury 
Statement. In any given month they may differ because of the adjustments 
of income tax collections and interest payments mentioned above, although 
totals of these items for fiscal years must agree with the Treasury figures. 
They may also differ because of the fact that the above figures for the 
activities of some agencies which have independent accounting systems are 
taken directly from the accounts of those agencies; that is, the attempt 
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has been made t sideration transactions between government 
agencies and the lic rather than between government agencies 
and the Treasury me-increasing deficit’’ and not the reported 
deficit which m lirect impact of federal fiscal policy upon the 


economic situatiot 


* It follows that t nflict between people who want the budget bal- 
anced simply becau t 1 good thing for the government to adjust its 
expenditures to its who want the government to prime the pump 
of business activity increasing types of expenditure and non-income- 
decreasing methods it is conceivable that a balanced budget could be 
maintained and at t siderable stimulus given to business. 
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CONSUMPTION MARKETS 


By ALBERT GAILORD HART 
University of Chicago 


The problem of this paper is how far and in what ways consumption 
markets affect the volume of investment activity. 

Until within a few years, many academic economists have refused to 
recognize this problem as important. It has been treated in many standard 
works simply as a special case of another problem; namely, why the system 
produces the particular kinds and quantities of consumption goods it 
does. Orthodox doctrine has held that “investment goods” (that is, new 
machines, houses, and the like) are simply kinds of goods which con- 
sumers pay for out of the part of their budgets labeled “‘savings,”’ just 
as they pay for shoes out of the part labeled ‘‘clothing.” In this view, a 
shift in consumers’ budgets between “‘savings” and other items must work 
just like a shift, say, between “food” and “clothing”: it must tend to 
stimulate the output of the one sort of goods and check that of the other. 
The saving of an increased proportion of income should thus create markets 
for investment goods at the expense of markets for consumption goods. 
It should increase the production of buildings, equipment, and goods for 
inventory, at the expense of the current flow of hats, motion picture shows, 
and so forth; while a decrease in the proportion saved should work the 
other way. True, observation teaches that both kinds of output tend to 
move roughly parallel in business fluctuations. But economics is so over- 
burdened with riches in the way of explanations for the ups and downs 
of business that there is no serious difficulty in explaining this parallel 
movement on other grounds. 

An opposition view, however, has lately been gaining ground among 
the economists. Its proponents seize upon the parallelism between the out- 
put of investment goods and that of consumption goods as the central fact 
of business fluctuations. They urge that increased saving may hinder rather 
than stimulate the production of investment goods, since it will weaken 
consumption markets and thus destroy investment opportunities. This doc- 
trine, it should be said, has a history at least as long as that of the “orthodox” 
theory just outlined; but for most of its life it has lived in what Mr. Keynes 
maliciously terms the “underworld of economics,” and it is suspected by 
many economists on that account. This sort of suspicion is somewhat unfair. 
The “underworld”—the world of cranks, politicians, and financial jour- 
nalists—has often made invaluable contributions to economics. Economists 
who plume themselves on their orthodoxy should not forget that both 
the physiocrats and the hedonistic school could fairly be called cranks, that 
Adam Smith himself was a bit of a politician, and that Ricardo was a 
pamphleteer—not to seek examples too embarrassingly near the present. But 
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in turn, are governed partly by things on hand (in particular, by the amount 
of plant and goods in process, by existing contracts, and by the personnel 
and organization now available) and partly by anticipatory estimates. These 
estimates deal partly with technology (no part of my problem here) and 
partly with future market conditions. Behind the estimates, finally, lie the 
entrepreneur's observations, of which the firm’s own market experience 
forms a part. It follows that the price the firm gets for its current sales and 
the rate at which it is selling goods at that price affect its current operations 
only through their influence on forecasts of market conditions for later 
dates. 

Once we recognize out and out that current selling-market experience 
acts through its influence on forecasts, it is plain that we must tread softly 
in working out its effects on operations. For there is nothing in our economic 
doctrines of “profit motivation” to explain just how experience acts upon 
estimates. Facts are needed before we can do much with this question; 
and few relevant facts seem to have been collected.’ But even the limited 
knowledge available does entitle us to set up a few provisional hypotheses, 
which I shall proceed to outline. 

To begin with, we may assume that the effect of present sales volume 
and prices upon forecasts for later dates is to induce revision of provisional 
estimates already made. Changes in these provisional estimates must depend 
not so much upon whether current prices and physical sales volume are 
high or low as upon whether they are above or below previous estimates 
for the current period. If the entrepreneur finds things going about as he 
had expected they would (whether he had expected conditions better or 
worse than in the interval just before), his estimates for later periods will 
plainly not be much disturbed. But if he is surprised—that is, if he finds de- 
nand for his products in the current period greater or less than he expected— 
this may break down the foundations of his estimates for later dates and 
require revision. 

Ordinarily, we may suppose, an agreeable surprise on the selling market 
(price, sales volume, or both being above expectations) will tend to make 
the entrepreneur more optimistic about later intervals. If so, his estimates 
of prices (or of sales volume, or of both) for later dates will be revised up- 
ward. Similarly, an unpleasant surprise may be expected to lower esti- 
mates for the future. But this presumption holds only if the entrepreneur 
decides his estimates for the current interval were wrong because of some 
persistent factor in the situation which he has previously undervalued. 
If the reason he gives himself for the failure of experience to follow esti- 
mates is some force which has already worked itself out, the effect may 


"The only serious work on the subject of which I have heard is a promising study of 
business forecasting and planning practices now being launched by Mr. Rollin F. Bennett, 
one of the predoctoral Social Science Research Fellows. 
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that if the firm’s estimates of future markets become more optimistic the 
firm will increase its investment activity—or at least will not cut it down. 
Ordinarily, optimistic revision of estimates will make it seem worth while 
to plan larger installations of equipment and a larger inventory; and pessi- 
mistic revision will work the other way. But firms in some circumstances 
are insensitive to changes in estimates, having no investment decisions 
near the margin of doubt. A firm which has many idle machines in good 
condition, for instance, cannot afford to install more of the same type 
unless it expects either a very rapid rise in its own output or else a very 
rapid rise in the price of the equipment (enough to overcome physical 
deterioration, obsolescence, and interest charges on idle equipment). Simi- 
larly, even though all equipment is in use, installation of more may be 
hopelessly unprofitable if expected selling prices for the firm’s output are 
too low. 

Investment activity may also be affected if the entrepreneur's confidence 
in his estimates rises or falls. Broadly speaking, the degree to which he 
can profitably commit himself by buying specialized equipment and train- 
ing specialized workers will depend on the certainty of his forecasts. The 
more uncertain he is, the more he must avoid laying out money on things 
he cannot be sure he will find opportunity to use as planned—the more 
he must preserve flexibility at the expense of specialization. This means 
that increased uncertainty will lead him to pile up cash balances and possi- 
bly inventories, but to avoid debt commitments and to steer clear of possibly 
useless purchases of durable equipment. Increased certainty, naturally, will 
work in the opposite direction. 

Summing up the factors affecting the influence of the firm’s current 
selling-market experience on its investment operations we find that they 
are five in number: (1) Current experience works indirectly, through its 
effect on estimates for the future. (2) What is important is chiefly the in- 
fluence of surprises as to markets in causing revision of provisional esti- 
mates for later dates. (3) Surprises will also affect the entrepreneur's 
confidence in his power to forecast accurately. (4) Ordinarily (but not 
invariably) agreeable surprises will lead to optimistic revision of estimates 
and disagreeable surprises to pessimistic revision. (5) Investment activity 
will ordinarily be stimulated by optimistic revisions or increased confi- 
dence in forecasts and checked by pessimistic revisions or by growing un- 
certainty; but firms operating at a very low rate (or at very unprofitable 
price) may be insensitive to such changes in anticipations. 


II. General Influences on the Consumption Market 


Monetary analysis of the consumption market is one of those annoying 
things in economics which go round and round; and the only way to get 
a clear view of it as it revolves is to use symbolic methods, of the general 
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follow the more reasonable lead of Dr. J. R. Hicks and assume that visible 
investment opportunities at a given rate of interest increase as national 
income rises, the outcome is not quite so disturbing. Under this more 
sensible assumption, there is no necessity that the growth of savings should 
cause a “deficiency of purchasing power,” although a possibility of this 
outcome remains. Most of the apparent force of Mr. Keynes’s objections 
to thrift therefore vanishes if we give up his assumption of the rigidity 
of investment opportunity. 

For most purposes, the five sets of conditions which may cause receipts 
on consumption markets to diverge from expectations are also adequate 
as a statement of the conditions under which sellers to consumers will find 
the demand for their products on the whole better or worse than expected. 
Ordinarily, a firm which takes in more dollars than it expects does so 
by means of selling a larger physical quantity of goods than expected, at 
a price at or above the expected level. But there is one important exception. 
A firm may cut prices in order to reduce its inventories, and thus have 
greater-than-expected receipts through selling an unexpectedly large quan- 
tity at an unexpectedly low price. In such a case, receipts exceed expecta- 
tions for this firm not because it found markets better than it expected, 
but because it found them so much worse that it decided to sell off stocks 
on hand before they depreciated still more. But the price concession, at- 
tracting consumers’ outlays away from other sellers, will cause those other 
sellers to have receipts below expectations. Attempts to sell off inventories 
by price cuts thus tend to cause general disagreeable surprises as to markets; 
and the contrary holds good of attempts to pile up inventories until buyers 
will meet an expected price advance. 

The type of inventory-reduction campaign now on foot in business, 
it should be mentioned, is of a rather different type, since primary reliance 
is placed not on price cuts but on reduction of purchases. This means either 
that inventories are shifted backward from retailers to wholesalers, manu- 
facturers, etc. (where they still look equally alarming), or that production 
is cut down and pay rolls, etc., fall. This reacts adversely on retail sales. 
There is serious danger in such circumstances that inventories will not 
shrink much, sales falling nearly as fast as purchases; and since falling 
sales volume reduces the apparent need of inventories, the situation may 
grow more and more frightening. When business is obsessed, as at pres- 
ent, with the idea of reducing inventories without price concessions, al- 
most anything may happen; for it is next to impossible to reach equilibrium 
through getting inventories down to the desired extent. 


III. Necessary Conditions for Continued Business Improvement 


To go on from this foundation to a general discussion of business fluctu- 
ations and of economic policy is both beyond the bounds of this brief paper 
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random influences deserve particular reference: (1) Discrepancies in busi- 
ness estimates for inter-firm dealings have a bullish influence if sellers 
expect a larger dollar volume than buyers; bearish in the contrary case. 
(2) Policies toward inventories may be unstable. When there is a wide- 
spread attempt to build them up, markets tend to be better than expected; 
whereas a general attempt to cut them down tends to fail in its purpose, 
while spreading gloom on every hand. (3) The distribution of surprises, 
as among industries whose investment plans are sensitive or insensitive 
to their sales experience, may vary. When the sensitive industries are the 
ones whose experience is unexpectedly good, the amount business plans to 
invest will jump (leading to general agreeable surprises); but if the sensi- 
tive industries are those whose markets are bad, planned investments will 
drop below savings. (4) There are certain industries (such as electric 
power and automobiles) whose sales are used by others as business barom- 
eters, and their experience will therefore affect investment plans. When 
their sales are conspicuously good, the effect is bullish. It should be added 
that the interpretation of their experience, and also of the experience of 
the firms doing the forecasting and planning, will hinge a good deal on 
what phase of the business cycle businessmen think we are in—for many 
of them are firm believers in the cycle. When they think a relapse is due, 
agreeable surprises on their own markets or on those of the “bellwether” 
industries will be discounted; while at other times they will receive more 
weight. 

As a remedy for a slackening of the upswing short of the level of full 
activity, it is tempting to prescribe either an inflationary credit policy or 
an attempt to discourage savings by squeezing large incomes. In a short- 
run view, I am inclined to believe, such measures have a bullish substantive 
effect. That is, their influence, aside from what people think of them, is 
actually favorable to a renewal of the expansion. But this substantive ef- 
fect, owing to the slowness with which such measures reach the factors 
actually affecting markets, comes on only with a lag; and its size is hard 
to gauge. 

Unfortunately for the economist’s peace of mind, steps taken by the 
government and central bank have effects also through what people think 
of them. Public policy does not act in a vacuum. It is a major focus of 
attention for the business forecasters; and every day the financial page 
carries columns of speculations as to the intentions of the policy-makers, 
the measures they are likely to adopt, and their prospects of success. This 
is one of the major perils of the present situation. It is well known that 
many of the monetary measures of the Administration in the last few years 
have done what they ought not to have done, and have failed to do what 
they ought to have done; and the public seems to have drawn the inference 
that there is no health in them. 
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This public sl has been built up largely by the Administration’s 
tendency to rely n n what its press agents have said it was doing than 
on its real activit Actual achievements in many directions have been 
substantial; but t n general fallen far short of the Administration’s 
rash advance pred Both the announcement that the government was 
about to do great th | the disappointment of expectations based upon 
that announcement are disturbing; and the adverse effects of exaggerated 
publicity have it fields largely canceled the favorable substantive ef- 
fects of well-cot i measures.’ The public has for several years been 
kept in a state of perpetual excitement by a policy of making all measures, 
however small their substantive importance, sensational news; and we are 
threatened with iething like a mass nervous breakdown in business. 
Perhaps the most constructive step the administration could now take 
would be to pet its press agents to cultivate understatement rather 
than exaggeration 1 change, so as to give the substantive effects of 
its measures a chance to work. In such a setting, if the administration 
can actually fin to reduce building costs (through getting down 
the prices of materials, through getting the industry reorganized so that 
the “annual wage’’ becomes workable, and possibly through guiding local 
governments in 1 f their building codes and zoning ordinances), 
if it can come to terms with the utility companies, and if it can carry out 


various other thoroughly sound measures now contemplated, government 
policy may make a d ve contribution to a new business upswing. Fail- 
ing such a revision in the tone of government publicity, further recovery 
must come in spite of rather than because of government action. 


Symbolic Appendix 


The conclusions listed at the beginning of section II of the text must 
be justified by symbolic analysis. A completely general analysis would be 
outrageously bulky and complicated; in consequence I confine myself here 
to a simplified model. The construction follows that of the Review of 
Economic Stati ticle previously referred to, though the notation is 
slightly simplified 


*The Administr proposals for reducing building costs threaten to give 4 
new example of thi f failure. There is no doubt that a revival of building would 
help the country a gre |: and there is no doubt that if construction costs were lower 
building would go | But though cost reduction actually achieved would be bullish, 
the advance ann t that the government will try to get costs down is bearish 
It encourages post} ling in hopes of doing it cheaper next year; and it increases 
the uncertainty of | lations in many industries. The press campaign may serve 
to convince the { the administration is making an effort to resume business 
recovery; but it cannot lf so much toward breaking the log jam in building as (say) 
a local agreement in important center for reducing the cost of labor and of 
locally produced materia ticks, etc.), which could be brought about just as well with- 
out advance publicity. If t ampaign for cost reduction fails, as is quite possible, the 
attempt will have harm than good. ’ 

* This analytical rzested to me by a symbolic analysis of the savings- 
investment proble Erik Lindahl (Handelshégskolan, Gothenburg, Sweden) 
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Notation: 


The following list defines the terms used: 

M (money): sums on hand (in cash and bank deposits) at given date. 

G (goods): sums changing hands in payment for goods and services. 

F (financing): sums changing hands in connection with advances and 
repayments of capital funds; here used to show net advances less repay- 
ments, so that it may be less than zero. 

D (dividends): dividends and profits withdrawn from business. 

N (new money): net amount of new money (and bank deposits) 
created. 

All these terms are used to give sums of all transactions of the sort indi- 
cated by the symbol and subscripts within a given ‘‘week.” 


Dealer subscripts: 


Holders of cash and makers and receivers of payments are indicated 
by subscripts, as follows: 

b (banker): financial institutions whose liabilities serve as “cash.” 

e (enterprise) : nonbanking business firms, whether or not incorporated. 

i (individual): persons in their private capacity. 
Holders of cash balances are identified by a single subscript following the 
term. Transaction terms are followed by double subscripts, the first show- 
ing the classification of the receiver of payment and the second that of 
the payer. Thus: M; denotes cash balances of private individuals, G.; pay- 
ments by individuals to businessmen for goods and services. 


Estimator subscripts: 


Transactions as anticipated may be different from the standpoint of the 
two parties. The estimator is therefore identified by a subscript before 
the term, either r (for the receiver of payment) or p (for the payer). 
Transactions as experienced are the same for both parties; so that no 
estimator subscript is needed. Where no such subscript is given, therefore, 
the term represents experience rather than anticipation. 


Dates of cash-balance terms: 


M(0) denotes a cash balance at the beginning of the week. 


M/(1) denotes a cash balance at the end of the week, as it turns out 
in fact. 


wh hich was circulated in mimeographed tom at the London School a Sasenitin in the 
autumn of 1934. Despite differences in choice of symbols and in arrangement, the analysis 
ere given is closely related to his. The chief difference in substance is that Professor 


pe lahl reasons chiefly in terms of income accounts, while my formulas represent exclu- 

vely cash accounts. This change has great advantages because the cash account for a 
past period is closed, so that accounts as experienced are certain; whereas the income 
account for all past periods is always subject to revision, since it involves capital values 
which rest upon anticipations for later dates. 
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M(1,0) den 


at the beginning 


Conbined antic: 


Business has « 
expects to take i 
tively to other | 
from the increa 
sumers in its sec 
other firms and 
it expects to pay 
(inter-firm divid 
the end of the v 
in the formula: 
(Formula 1) 

M.(0) + 

This may be 
sumers as follow 
(Formula 1a) 


Ge gGes 
Combined exper 

In actual exp 
the week, plus t 
here only by di 
purchases of goo 


ties, plus the cash 


up by writing: 
(Formula 2) 
M;(0) T Gie + 


Transcribing a 


from consumers 


(Formula 2a) 


Ge = Gie + Vi 


Allowance for b: 


If we suppose | 


expense is divide 
(Formula 3) 
N = Fa + Di 
This enables 1 
(Formula 2b) 


Ge = Gie + Die 
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lance at the end of the week as estimated 


ek by the prospective holder. 


unt for all business enterprises: 


beginning of the week M,.(0) in cash; it 
from sales of goods and services respec- 

to consumers; it expects to take in ,F,, 

) banks and ,F,; from investment of con- 

; expects to pay out pGee for purchases from 
ses (chiefly of services) from consumers; 
dividends and entrepreneurial withdrawals 


ignored); and it expects to have on hand at 


e of M, (1,0). This may be summed up 


+ pGie + pDie + M.(/, 0). 


show anticipated receipts from sales to con- 


+ M.(1, 0) — M.(0). 


unt for all consumers: 


sumers’ cash on hand at the beginning of 


from business and from banks (represented 
st have the same total as their outlays for 
s from business and for investment in secuti- 
it the end of the week. This may be summed 


+ M;(1). 


we may find actual receipts of business 


; created only by banks, and that their only 


vrite: 


Formula 2a into: 


0) — Mi(1) + N. 
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Excess of expected over actual receipts from consumers: 


Having obtained expressions both for receipts as expected (Formula 
ia) and for receipts as experienced (Formula 2b), we may easily subtract 
the second from the first, which gives us an expression for the “deficiency 
of purchasing power,” as follows: 

(Formula 4) 

Ge — Ge 


ie + pDie) = (Gie + Die)] 


b 


++++ 


Interpretation of Formula 4: 


The first term in brackets shows the discrepancy in plans for inter-firm 
dealings (cf. conclusion 3 of the text, p. 118). 

The second represents the excess of planned disbursements of business 
to consumers over actual disbursements (cf. conclusion 2). 

The third represents planned increases in business cash balances, less 
the creation of credit (increase in total balances) (cf. conclusion 4). 

The fourth represent consumers’ saving—or, if you will, savings ex- 
cluding corporate savings and savings invested in goods bought by con- 
sumers from business. 

The fifth represents actual advances from banks. 

The sixth represents the amount of capital funds business had planned 
to derive from banks and individuals. 

The fourth, fifth, and sixth terms combined are the foundation of the 
fifth conclusion of the text. 
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WAGE RATES 


By LEO WOLMAN 
Columbia University 


1s between wage rates and the flow of investment 
ibly simple. In businesses that are going concerns 
lace obsolescent with new equipment and thereby 

the efficiency of labor. In the absence of such 
in existing standards of pay may and do become 


ries geographical competition among firms often 
of business from high to low cost regions and 
ent in plant and equipment in the newer areas. A 
progress of mechanization in the bituminous coal 


f mechanical loading has been much affected by physical 
in wage rates. The areas where mechanization has ad- 
id of 1935 were the Northern Rocky Mountain States, 

seam conditions were favorable and where, during 

wage rates, by comparison with the southern and eastern 

In the Appalachian States .. . the proportion mechanically 
Recently market conditions and the trend of wage rates 

tion in the Appalachian region, and a large part of the 
manufacturers in 1936 went to the bituminous fields of the 
installations of mechanical loading equipment seem to 
Virginia . The increase indicated for West Virginia is con- 
7 the report of the State Department indicated that 12.6 

was loaded with conveyors or loaders compared with 2.! 


are not peculiar to the coal industry. They have 

rmal consequence of the quest for lower costs and 
ons of manufacture in a wide range of American 
very of business in 1933, the movement of wages 

of the labor situation have contributed to substantial 

n of plants in the textile, rubber tire, automobile, and 
While no estimates of the amount of investment te 
r of activities are available, it is clear that it must 


ition exists where excessively high wages or labor 
ions or jobs in time brings on new investment 
machines for men. This is a continuous ptocess, 
ind it is limited in extent by the availability of 
ind by the reasonableness of their price or by the 
| labor cost to changing conditions of the market. 


n, L. N. Plein, F. E. Berquist, “Progress in Mine Mech: 
b 1937, U. S. Government Printing Office, Washingto., 
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Added to these occasions for the growth of investment is the applica- 
tion of capital to industry during periods of the general expansion 
of business. In such times, there is a marked acceleration in the flow of 
investment funds. New industries are begun and developed; old ones are 
reorganized. New areas are opened up and unused pools of labor are 
brought into use. Unexploited resources are tapped. Inventions and new 
methods of production, requiring the expenditure of funds, are intro- 
duced. Construction and capital-producing industries expand. In the proc- 
ess, active competition for labor tends to raise rates of wages in both 
old and new industries and to sustain them at these higher levels as long 
as the phase of expansion lasts. Part of the gains so made have, in the past, 
usually been retained during the succeeding period of declining business and 
employment. 

It goes without saying that the use of investment funds in large volume 
for these purposes and in this manner depends on the existence of favor- 
able surrounding circumstances. In the labor situation such circumstances 
would involve the capacity to make long-term commitments as to labor 
cost, the assurance of a reasonable degree of industrial peace, the absence 
of wholesale and drastic restrictions on output and the use of machinery, 
the existence of a level of wage rates and labor cost commensurate to the 
capacity of industry to pay, the ability of management to maintain accepted 
codes of discipline, and protection of the labor force against a progressive 
deterioration in quality. 

How far these elements of a labor situation, favorable to the expansion 
of investment, have existed since 1933, it is, of course, difficult to say. 
But the available record is sufficient to permit at least a tentative appraisal 
of the most striking features of our current labor situation. 

On two occasions since the middle of 1933 there have been quick and 
exceptional increases in labor cost. The first was in the few months fol- 
lowing the inauguration of the NRA; the second in 1936-37, a period 
coinciding with the rise of the C.I.O. While there are no satisfactory 
measures of labor cost itself, at least two important elements of labor cost, 
wage rates and hours, can be measured with considerable accuracy for 
these years and the remaining elements can be estimated in useful, if 
general, terms. On the movement of wage rates and hours of work in 
this period I shall use only figures for the manufacturing and bituminous 
coal industries. In manufacturing the average rate of wages was forty-two 
cents an hour in June, 1933, and sixty-six cents in August, 1937. The rate 
of wages for this type of labor, covering some eight to nine million per- 
sons, thus increased 57 per cent. If pay roll taxes for social security are 
included the increase would be 60 per cent in 1937, and at the beginning of 
1938, 61 per cent. In bituminous coal, the increase in the rate of wages 
during the same period was 99 per cent. 
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me work-week in manufacturing industries was in 
eight hours less than in 1929. Compared to the last 
ression, the reduction in the length of the work-week 


and may easily amount to ten hours per week. The 


rk-week in manufacturing in 1937 was roughly fo 
is coal it was thirty-five hours. From 1933 to 1937. 
length of the work-week of soft coal miners ex. 


manufacturing considerably, and amounts in some esti- 
mates to as much as 


thirteen hours per week. 
in the American labor market since 1933 have prob- 
ts of doing business as well. In the past four years, 
movement of this country has enjoyed an exceptional 
rship.? In the autumn of 1937, total membership of 
\merican labor movement may be conservatively es- 
»¢ twice the number in 1933. This is the largest mem- 
| in this country and exceeds the previous peak of 1920 
One important consequence of this growth has been 
nism into unorganized industries, such as steel, auto- 

1 metal manufactures. 

which have been recently organized, the unions have 
their traditional policies and practices of restriction. 
new unions are still too weak to enforce their will, 
ls they have already made and the occasional con- 
1s well as their general behavior, suggests the pros- 
sts arising out of the adoption of the usual devices for 
other directions, the more extensive adoption of union 
ght of management to discharge and enforcing seniority 


rules in the hiring and layoff of labor, are having the effect of restricting the 


powers of managet 


slightly but gradual 


nent, keeping less competent workers on the job, and 
ly and measurably adding to the costs of operation. 


Regarded in terms of the total business situation, the character of the 


recovery we have ha 


| since 1933, and the persistence of high rates of un- 


employment in many branches of industry, these increases in labor cost 


would appear to | 
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large funds in ind 
my judgment accu 


The failure of 
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ye excessive, difficult to absorb, and, hence, not calc- 


ew enterprise, risk-taking, and the investment of 
ustry. Professor Alvin Hansen put it forcefully and in 
rately when he said: 


ment in this recovery is due in large part to a tendency to 
the level of income justifies. This is due partly to government 


1anges in union membership see Leo Wolman, “Union Men- 
| the United States,” Bulletin No. 68, National Bureau of Eco- 
27, 1937. 

nsequences of Reducing Expenditures,” Proceedings of the 
XXVII, 4, 70-1. 
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policies. It is notorious that building material and labor costs have been pushed to a 
level that prevents the construction of new houses on a scale commensurate with current 
requirements. . . . In our basic industries there is danger that continued increases in wage 
rates may place our cost structure in a disequilibrium position with respect to the outside 
world. The administration, and with it public opinion, has never faced the utter fallacy 
of trying to boost income, output and employment by raising costs. The question may 
well be asked whether certain types of federal expenditures have not in large part had 
the effect of boosting costs when the real purpose was to increase income and employment. 
We have apparently yet to learn the lesson that high wage rates do not of themselves 
guarantee a high labor income and full employment. We have too often put the cart 
before the horse. 

These forces which have already made for high labor costs will not in 
the near and predictable future yield to the necessities of the business 
situation but may indeed be reinforced by the rising power of organized 
labor and government and by the influence of new institutions created to 
effect social reform and to improve the lot of labor. The belief in the 
eficacy of high wage rates neither the government nor organized labor 
may be expected quickly to discard. Public commitments to this doctrine 
have been too frequently and too vigorously repeated. Much of the gains 
won by the unions may be traced to the organizing campaigns and strikes 
that resulted in substantial advances in the hourly rate of wages and equally 
considerable reductions in the work-week. A large part of the political 
following of this Administration may likewise be traced to the promise 
of higher wages and fewer hours. 

Now that the course of business has changed and we face declining 
employment and pay rolls and narrowing margins of profit, the high 
wage doctrine seems more tenacious than before. The chances for gen- 
eral adjustments in wages are not bright. In the industries producing con- 
sumers goods, whether unionized or not, moderate wage adjustments have 
been made and, if the depression fails to lift, more may be expected. But 
in the great basic industries of the country engaged in construction and 
the making of equipment, where recent rises in cost were exceptionally 
steep and quick, rates of wages and hours of work appear to be fixed 
for some time to come. It is this group of industries in the main which 
lagged in the recovery and which are most dependent for full employ- 
ment and satisfactory revival on an adequate supply of investment funds. 

The continuing conflict for supremacy between the American Federa- 
tion of Labor and the Committee for Industrial Organization will act to 
support existing wages while the depression lasts and to raise them again 
once business begins to improve. For in their struggle for membership, 
these two organizations will compete against one another by offering 
potential members higher standards of wages and hours and by hesitating to 
recede from standards already in force. How far such competition may go is 
Suggested in the recent contest over the provisions of the Wages and Hours 
bill when the A.F. of L. outbid its rival by supporting national minima of 
forty cents an hour and forty hours a week while the C.1.O. was willing to 
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bly lower than these, adjusted to prevailing indus- 
onaitions. 

like the Wages and Hours bill, although aimed at 

; and reducing the hours of work of only the lowest 
ked labor, could hardly be made effective without re- 
ral increase in labor cost in the factories and industries 
Wherever minimum wages of unskilled labor are fixed 
tical necessities of management will require the main- 
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tional legislation i 
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itively new factor whose influence will probably be ex- 

direction. This factor is our social security legislation and, 

nployment compensation laws. For practical purposes 

1 the beginning of 1938. Under the terms of these 

milar legislation, it becomes the continuing function of 

f the government to define employment and un- 

) determine whether jobs offered to the claimants 

ire suitable or not. In the exercise of this duty 

required to review wages and working conditions and 
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government and organized labor and the effects of our unemployment 
compensation laws will combine to fix labor cost at levels not much lower 
than they are today. This, in my judgment, is a labor climate not favorable to 
the large-scale expansion of investment and hence of employment and earn- 


ings. 
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to the significance of the discussion, repre. 
focus upon the problem the attention of specialists 
public finance, fields that in America are often 
extent. He also made a plea that economic te. 
proposals involving the use of fiscal tools to achieve 
effects, give due consideration to the immediate 
ise of administration, certainty and equity, which 
onsider important. 
of Arthur D. Gayer, Alfred G. Buehler said: 


blic expenditures on economic conditions have been 

ns in recent years, it seems probable that properly 
grams may tend to lessen somewhat our general 
ilties arise, however, in the effort to control public 
reased, so that public moneys are not wasted on fruit. 
t budgets are not dangerously unbalanced. 


little thought had been devoted to the effects 

vements, Mr. Buehler commented on the availability 
taxes and death duties as business stabilizers: 

ed to be impracticable of administration. . . . Income, 


» be sure, to reach income that might be saved, 
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maximum stabilizing effects and the minimum damage 
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profits tax for extended analysis, with particular 
repercussions, Mr. Buehler said, in part: 


its tax, Treasury officials . . . as well as those of 
practices, exaggerated the facts. It was true, of course, 
arry the boom of the 1920's to excessive heights, 
exceptions, were inadequate to maintain a steady 
ssion and to provide stabilized employment. The 
wever, as a shock absorber against the ravages of 
tments, moreover, but investments in general were 
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jucing the boom of the 1920’s and the subsequent 
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the capital derived from retaining profits. The chief detriment to new security issues has 
probably been the business outlook, although governmental restrictions upon the issue 
of new securities and security exchange activities have also had some effect. 


In conclusion Mr. Buehler said: 


The most serious problems in all proposals (to tax undistributed profits with a view 
to stabilizing economic conditions) are (1) the determination of the proper amounts of 
ivestments, (2) the proper rates of change in investments, (3) the proper allocation of 
investment funds, and (4) the perfection of a technique of control. The active controversy 
among theorists concerning the importance of various factors in cyclical movements, the 
paucity of data relative to business investments, and the inadequate development of business 
forecasting are further obstacles in a control program. . . . 

An undistributed profits tax may have a limited usefulness as an auxiliary measure in 
stabilizing investments, but by itself it is apparently inadequate to accomplish the de- 
sired end. ... It is plainly no panacea for business cycles. 


Arthur R. Upgren presented an analysis of prices and output since 1932 
indicating that “since 1935 in the case of the United States . . . wholesale prices 
have been increasing at a more rapid rate than industrial production.” The data 

suggest a possible measure of inflation that may be expressed in the form of an 
index, .. . applicable to the situation for output as a whole and to the situation 
for individual industries.” He continued: 


It must be emphasized that this index is only an index of relative inflation. With the 
measurement of relative inflation by the ratio of price rise to output increase, the positive 
scale of the index would range from zero (no inflation, i.e., no price rise accompanied by a 
positive increase in production) to infinity (price rise without increase in production). 
The point recorded by 100 on such a scale may be regarded as a “critical” point, for 
indexes above this point indicate prices rising faster than output, or, what might be 
termed “absolute’’ inflation. What has been termed a secondary objective of expansionist 
measures, debt-burden reduction, can be achieved under such a condition but an equitable 
distribution of income hardly can. 

Based on the index that has been suggested “serious” but short-lived inflation com- 
menced in the United States in 1937. In the United Kingdom and Japan inflation was 
substantial in 1936. It became absolute in all countries except the United States in 


Two aspects of fiscal policy were selected by Mr. Upgren for special examina- 
tion against the background of his price-output analysis; namely, “the perverse 
elasticity of taxation and a very special tax proposal that would serve in time 
of boom either to secure more appropriate elasticity or as an aid in control 
of the boom.” In this connection, he said: 


If the burden of total taxes is measured by the proportion of the national income 
which they have absorbed it is found that from 1916 to 1919 inclusive total taxes paid 
required 18.9 per cent of the national income in the same years. In the four years of 
substantial prosperity from 1925 through 1928 taxes absorbed 10.8 per cent of the na- 
tional income of these years. But in the four years of depression frorn 1931 to 1934 
the burden of taxation was equal to 18.4 per cent of the national income in the de- 
pression years. Thus, we observe in depression years an increase of 70.0 per cent in the 
proportion of income required for payment of taxation. The correction of the dis- 
equilibrating influence of taxation may be obtained either by remission of taxation during 
lepression or by its increase during prosperity or by both of these two methods. In the 
proposal which follows attention is directed toward one way in which taxes might be 
increased “‘when, as and if’ boom or rather inflation develops. 

For the very special purpose of taxing windfall, monopoly, or inflation profits, con- 
sideration might be given to the suggestion that one element in tax policy of the govern- 
ment might be based, in the period of boom, upon the trend in price. Such a tax 
might consist of an additional graduated, progressive schedule of rates of taxation of 
profits. These graduated rates might apply to corporate incomes in accordance with the 
rate of price advance that caused the po A inflation to which the tax would apply. The 
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profit inflation cou red, tentatively, by the increase only in profits from a 
selected base year ¢ nently might be measured from the basis of a fair 
return if it were de the tax with an excess profits taxation proposal. The 
rate of taxation sh 1 with the rate of advance in the index that reflects 
the ratio of price in put increase. 


Carl Shoup contributed ritical examination of the problem of the proper 
treatment of the vari ; of nonprogressive, flat-rate taxes in arriving at 
an estimate of the ; nt of ‘‘income-producing expenditure of government,” 
such as that utilized in Mr. Gayer’s paper. He summarized the problem and his 
conclusions in the fol paragraphs: 


In computing the t of net federal income-increasing expenditures tax pay- 
ments are subtracted { nditures except that it is sometimes assumed that collec. 
tions from the upper f the income tax and of the gift and death taxes need not 
be subtracted; in ot! t assumed that these tax collections come out of “idle” 
money that would « t be spent, for a time at least, either directly or through 
investment. For exai ta used by Professor Gayer rest on such an assumption 
for death taxes durins ns. The question then arises, may it not be just as reason- 
able to make the sa tion about certain other taxes? 

Evidently the pr potentially very important in any discussion of what 
taxes to subtract and t btract from expenditures in order to get a figure of 
government's net it ¢ expenditures. The highway taxes and the liquor taxes 
are far less important | not be neglected altogether. It seems doubtful whether 
the other flat-rate ta nsidered, particularly in view of the broad strokes with 
which the picture must ted. Since the property tax, the highway taxes, and the 
liquor tax are produci t least 6.3 billion dollars and probably somewhat more, 
it is not impossible that nt of otherwise idle money involved is in the hundreds 
of millions. This a therefore well be as great -as the amount involved in the 
higher brackets of tl ft, and estate taxes. More definite conclusions must await 
more detailed figure h respect to the property tax, where a breakdown 


into business and ¢ property and into land and improvements for the reai 
estate total, are badl for ny purposes. 


Melchior Palyi ssed certain aspects of the theory of Keynes in the light 
of experience in \ ntries, with particular reference to what he termed 
“inhibited inflatios teresting illustration of which he found in the Rus- 
sian experience. He st | the importance of certain psychological factors, 
such as general < ty comprehension of the character of the economic 
process actually und 

Fritz Lehmann stated that Mr. Shoup’s analysis convinced him of the de- 
sirability of taking flat-rate taxes into account but challenged Mr. Gay- 
er’s use of the ind locity of circulation. He also contributed a brief 
summary of the study ntly completed by him in collaboration with Gerhard 
Cohn, stressing the tion of such factors as the taxation of undistributed 
profits, the taxatior t ins, and the exemption of government securities. 

Harley L. Lutz ed a strong protest against the use of the public 
finances as measures { ntrolling business fluctuations and entered a plea for 
balanced budgets a tention of “democratic control of expenditure,” which 
he considered to be threatened by deficit financing. Budget balancing over the 
term of the cycle, tended, was technically impossible because of the lack 
of foreknowledge ling the length of the cycle. In the course of further 
discussion, in which Messrs. Palyi and Upgren participated, the point was made 
that estimates regarding the course of the business cycle could not be avoided 
in any case and Mr. | nceded that the problem was partly one of degree 
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and that unbalanced federal budgets for certain years at the depth of the depres- 
sion were probably unavoidable. 

Others who participated were Alexander Sachs, who summarized the results 
of certain statistical analyses of tax repercussions he has recently made; Fritz 
Karl Mann, who pointed out the unfortunate dilemma presented by the fact 
that the taxes most attractive from the point of view of equity were most 
vulnerable to fluctuations in business conditions; and Rufus S$. Tucker, who 
called attention to the manner in which the problems of undistributed profits taxa- 
tion and capital gains taxation were intertwined. 

At the close Mr. Gayer summarized the discussion and commented upon the 
criticisms, most of which he felt would be found to be met by the complete 
version of his paper when published. 
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CIAL SECURITY PROGRAM 
1M A. BERRIDGE, Chairman 


ELEANOR L. Dut [wo fallacies have often influenced the discussion of 
the effect of social security legislation on financial and economic conditions, One 
of these misunderstandings has caused the old age reserve to overshadow the 
spending and taxing provisions of the Act. Even in the early years, the excess 
of taxation over expenditures under all titles of the Act is not very great, and 
this excess tends to disa} r when the program is well under way. The reason 
for the current opinion to the contrary held in many quarters is that it, for the 
most part, ignores lerable sums being spent under Public Assistance, 
These disbursements b1 the program very much closer to balance than is 
generally thought. Certain other expenditures help to bring up the total even 
though they are, of nall compared to the main items considered here. 

A second confusio out of the tendency to discuss the year 1980 
rather than the earlic \lthough it is true that in 1967 the deflationary ele- 
ment in old age insurance to the extent that it existed before will have dis- 
appeared, the magr f the figures for the later years is staggering to those 
who are thinking i s of pre-War relationships. If examined in a different 
way and compared wit! ries of curves showing the growth in many factors 
from 1910 to 1937, the | lity of further substantial changes seems reasonable 
between 1940 and 

The relative importar f different parts of the program is indicated by the 
estimates of relative per importance of disbursements under all the titles. 
It is clear in the fig below that Old Age Assistance is the most im- 
portant part of the disbursements in 1937. In 1940, however, disbursements 
under the federally sj | unemployment compensation plans will greatly 
outweigh the other tit little later, disbursements for old age insurance 
tend to pass other expenditures under the Act and finally come to overshadow 
the other titles. When this time comes, expenditures scheduled will substantially 
exceed the tax collectior ider the Act. 

The estimates het n are based on tentative projections of present ex- 
penditures and on cert tuarial calculations. The totals assumed in making 
these percentages range { ibout 200 millions in 1937 to approximately 5 
billion dollars in 


RES UNDER VARIOUS TITLES 
PERCENTAGE OF TOTAL 
1937 1941 1950 1980 
64.77 25.16 18.50 7.66 
3.11 3.22 25.07 68.98 
ion 0.52 51.46 46.61 19.29 
31.60 17.83 9.82 4.07 


100.00 100.00 100.00 100.00 


It is sufficient at this point to indicate that the figures for the later years are 
little more than is | guesses. The estimates for 1980 can be adjusted 
some five or ten yea that date. Progressive improvement in estimates 
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means that for practical purposes the errors are not so important, but in theoretical 
discussions the errors must be kept clearly in mind at every point. 


In order to judge the effects of the Act on money and credit markets, it is 
important to note exactly what financial mechanisms are being used. It is 
generally taken for granted in discussions of the Act that its immediate defla- 
tionary effect is the result, for the most part, of the fact that taxes on pay rolls 
affect spending to a greater degree than do more progressive taxes. It is im- 
portant in this connection to remember that the Act is financed out of various 
types of taxes. The federal government is obligated to make certain payments 
out of general revenues. The states are participating in the system, which calls 
for considerable expenditures on their part. Granting the varieties of provisions 
and methods used, recourse is had to practically every type of tax. For the 
present, of course, the pay roll tax under Title VIII and contributions under 
Title IX have the preponderant influence on the working of the program. 

If the expenditures under the Act balanced precisely at the present time with 
collections under the Act, the problem of their influence on purchasing power 
and investment would still have to be considered. Attention would then be 
focused on whether the spending by the groups and classes now covered would 
be affected indirectly, and partly by psychological means, by reason of the social 
security program. The various income classes will, on the whole, and in the long 
run, get back about the same amounts they put in. In the immediate present, how- 
ever, this is not the case. 

For the first few years, the effect on investment seems to be about as follows. 
The federal government is securing from various types of taxation more money 
than it is likely to spend under existing programs and appropriations. It will 
thus be in a position to retire a part of the federal debt. As far as can be 
ascertained in advance, this will work in the direction of releasing certain types 
of funds in the money markets for investment in nongovernment enterprises. 
It has been alleged that in a time of depression these released funds will lie 
idle and that in a time of prosperity they will tend to accentuate the boom. 
These arguments have been brought forward by some without considering the 
fact that over the cycle the Unemployment Compensation Trust Fund tends to 
act as an offsetting or stabilizing force in this set of relationships. 

Moreover, although the old age benefit spending tends to remain stable over 
the cycle, the old age taxes, like the unemployment compensation contributions, 
will decline in depressions. The combined effect of the two programs is not likely 
to work in a “vicious” manner on the money markets. In fact, there is some 
reason to think it will be a healthy and constructive influence in booms and 
depressions. 

The qualification to this situation should be noted in connection with a “‘stag- 
gering” of the old age benefits taxes. There is no possible way of knowing now 
whether these years will be timed well or badly with general economic fluctuations. 

The counteracting tendencies running against any deflationary influence are 
important enough to warrant serious consideration. Some of the compulsory 
savings under the Act may replace other types of voluntary savings which would 
otherwise have occurred, such as workers’ savings and corporate savings. Some 
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of the taxes collected under the Act may be offset by new or additional gover. 
ment spending for relief and public assistance and for productive or construction 
enterprises. If purchasing power is deflated temporarily to some extent, new 
credit may serve to stimulate additional demand for goods, so that workers may 
be in a better position to borrow for their personal spending and the government 
may be in a better position to borrow. Also, the Treasury, in handling the funds, 
has certain technical mechanisms at its disposal which can help to cushion the 
effects, and the Federal Reserve banks, FDIC, SEC, and other financial agencies, 
by a number of methods, can influence the interest rate and the volume of 
savings so as to counter deleterious effects of social security operations. Finally, 
it may be pointed out that the Act is almost certain to be amended in such a way 
as to advance the date of certain disbursements or to increase outpayments. 


In order to make plain as far as possible the points at which the old age 
reserve financing really touches the economic system, the procedure may be 
divided into several different steps: (1) appropriation by Congress to the Reserve 
Account, (2) collection of pay roll taxes under Title VIII, (3) transfer of 
certificates to the Reserve Account, (4) payments from the Reserve Account to 
beneficiaries, (5) disposition by the Treasury of funds available—when the 
reserve is invested in special obligations—and (6) formulation of budget policy 
by Congress. 

The appropriations by Congress to the Reserve Account are made each year 
and are based on actuarial calculations as to annual premiums needed to make 
the program self-sustaining. If expenditures under Title II of the Act were 
increased, it would call for increased appropriations unless the particular in- 
structions as to how the appropriations were to be made are altered. 

The collection of taxes is a continuous process. Although the employers are 
obligated to pay on a quarterly basis, because of various factors, including 
delinquency, returns are coming in constantly to the Bureau of Internal Revenue. 
The transfer of Treasury notes to the Reserve Account occurs monthly, the 
funds being made available under the appropriation acts. Payments at present are 
small. The amount spent will grow slowly until 1942, when monthly benefits 
begin and after that will increase much more rapidly. 

The disposition of the funds available under Title II occurs more or less as a 
matter of routine. Under the Act, the Account must be invested to yield at least 
3 per cent and has taken the form of 3 per cent special notes. This manner of 
handling the investment does not in any way preclude or relate to the retirement 
of the debt. It is simply a technical, intermediate step. The interest paid on 
the certificates in return for the use of the money is slightly above that of the 
present rate of borrowing as indicated by the average for the public debt. The 
Treasury incurs an obligation which cannot be overlooked. If these funds are 
used to retire old debt or as an offset to new debt, they are saving the taxpayer 
the burden of interest on the publicly-offered debt. This saving is almost identical 
with the cost of servicing the certificates in the Reserve Account. It is difficult 
to imagine any other use to which these funds can be put. 

Mention has been made of the general budget policy as a separate process 
in order to emphasize the importance of this in connection with the use and 
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effects of social security funds. If Congress wishes to expand governmental 
spending beyond the present limits, it is likely that they will do so as long as 
they consider that they can collect funds either by borrowing or by taxation from 
any source. If Congress considers it wise and necessary to restrict spending, 
the existence of the Reserve Account does not prevent this. Whether or not the 
apparent increase in revenues available under the Act will lead to a loose and 
uneconomic policy is a question which falls outside the scope of this discussion. 
There is no such easy money as has been assumed by critics of the Act. The 
points at which one can expect certain real differences in economic effects growing 
out of old age benefits financing are two. In connection with the appropriations 
by Congress to the Reserve, it should be observed that if Congress does not live 
up to the obligations set up for it in the Act, serious problems with regard to 
later obligations are raised, Then again, the use of funds released by the issue of 
special certificates is important, but primarily in connection with the formulation 
of the general budget policy. 


It is essential for certain purposes to appraise the degree of reliability of 
present estimates of future payments and taxation. It is considered by many 
persons, however, that the figures prepared a year or so ago will not be reliable 
indications of what is going to happen. This does not mean that they are useless, 
because these estimates are in process of revision constantly and the errors 
applicable in the next few years are relatively small as compared with the errors 
in the later period. 

It is important to note that there are some eighteen assumptions underlying 
the estimates in current use. Many of these are subject to considerable error. 
There is one assumpion in particular which will affect cost figures; that is, the 
assumption as to the degree of turnover and migration from uncovered to 
covered employment. A second assumption which is of great importance is the 
age of retirement which will be found to characterize those under the system. 
The average has frequently been assumed to be sixty-seven and one-half years, 
sometimes sixty-six and a fraction years. The cost will be very much influenced 
by this factor. A third assumption which may be selected from a group of 
factors that condition future financial operations is the average level of wages 
from year to year. There is, also, always the possibility that legal changes and 
extraordinary measures may be instituted. 


In the light of quantities and procedures above outlined, certain conclusions 
with regard to the net effect of the Act may be suggested. It is generally con- 
sidered that the Act is somewhat deflationary, but it is not likely that the net 
deflationary effect will be as high as the collections under Title VIII in any one 
year. 

With regard to the savings under the Act, it is clearly a savings program, as 
the above comment on deflation indicates, but this savings in the first instance 
is confined to a monetary influence. There is no procedure or provision of the 
Act which makes it likely that all the money saved in the first instance will flow 
into producers goods. The direction it will take will depend on the way the 
federal budget influences the money market and how private industry wishes to 
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from public investment for private uses. In certain 
pid expansion of capital goods. In others, the money 
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Any analysis of the possible effects of unemployment 
ind investment must be predicated upon the nature 
tions involved in such a program. It may be observed, 
ployment insurance is levied as a tax on wages; 
substitute for other types of unemployment relief 

|, the cost may, under certain conditions, be shifted; 

t insurance in its present form is a forced savings 


| transactions involved in the process of providing 
ons is quite as important as considerations of cost. 
which may be stated in terms of types of transfer 

y be paid directly from current contributions; or (2) 

1 past contributions (the reserve plan) ; or (3) benefits 
| funds; or (4) all three plans may be in simultaneous 
ill be followed largely in the ensuing discussion. 
ontributions are levied upon the employer in 
ncidence of the cost will depend upon such con- 


asticity of demand for the product, cost conditions under 


ount of unemployment, and the level of prices. 
the employer cannot shift the original contribution 


Perhaps cash balances are reduced or the money is 
thaps dividends are restricted or reinvestment is 
nt is actually curtailed, there is a direct connection between 
ind the decline in investment in the particular business, 
tal investment will necessarily be less; moreover, 
ided charge upon industry is, it applies mainly to 

s of converting contributions into benefits. 
bility to shift the contribution costs restricts dividend 
effect upon new investment? Probably there will be 
ion demand among dividend receivers of small means, 
ibly upon new investment, but the larger dividend 
demands for the most part will not be affected, 
wvailable for investment; yet the actual amount of new 
line, because savings represent only a fund for investment 
one’s analysis leads to the conclusion that the net 
loyment insurance contributions is to curtail new 
ld be meaningless unless related to the time factor. 
king of the curtailment of investment which resulted 
during a so-called “boom” period. Would the 


= 


anc 


fur 
to 
tov 
wh 
Ac 
in 
of 
on! 
wh 
Ins 
anc 
the 
bee 
hol 
att 
bo 
the 
out 
sec 
mis 
am 
hav 
ury 
bee 
tior 
me 
sta 
the 
equ 
con 
pre 
hac 
hav 
eitl 
If | 
mo 
tho 
me 
inv 
pay 
tur 
fou 


Social Security Program 141 


further conclusion be that such a result were desirable or undesirable in respect 
to general business stability in the long run? That is the ultimate question 
toward which most economic controversies point. 

The effect of collecting contributions and of investing them is clarified some- 
what if one considers the financial arrangements required by the Social Security 
Act in relation to past experience. Suppose a reserve fund had been accumulating 
in the twenties and the Unemployment Trust Fund had bought outstanding issues 
of United States bonds. From what sources would it have obtained them? Clearly, 
only those holders of bonds would have sold who felt that the higher prices, 
which would have resulted from the additional buying, offered sufficient incentive. 
Institutional investors—insurance companies, trust companies, endowment funds, 
and so on—would have found it necessary to buy other permissible securities, 
thereby pushing up their prices. The sellers of these other securities would have 
been willing to exchange their industrial and utility bonds, mortgages, and other 
holdings for stocks, thereby adding to the speculative boom. Some individuals, 
attracted by the higher prices, might have been willing to sell their government 
bonds to obtain money for consumption purposes, but the probabilities are that 
the money would have been reinvested, say, in new issues of preferred stock or 
outstanding common stocks. Some corporations might have sold government 
securities, in which surplus was temporarily invested, to expand plant, or they 
might have bought other securities. Banks were holding government bonds in 
amounts deemed only sufficient for secondary reserves and probably would not 
have sold many even at higher prices. In short, the purchase of bonds by the Treas- 
ury probably would not have released as large a volume of funds as would have 
been taken from current consumption by the collection of insurance contribu- 
tions. Just how much of the reserve would have gone into “productive’’ invest- 
ments and how much would have been used in bidding up the price of out- 
standing securities is impossible to say. The lower interest rate resulting from 
the rise in government bond prices might have tended to expand plant and 
equipment, but the profit-making possibilities of investment trusts, holding 
companies, and other stock-multiplying devices would have invited some of the 
proceeds of government bonds into these channels. Or suppose the government 
had issued “special obligations” for the investment of the Insurance Trust Fund, 
using the proceeds to retire debt. What would the holders of the called bonds 
have done with the funds? The probabilities are they would have reinvested in 
either new securities or would have forced up the market for outstanding issues. 
If budgetary conditions in the future permit the government to use social security 
money to retire its own bonds, the capital market should become more fluid, even 
though the government’s debt to the Insurance Trust Fund has been com- 
mensurately increased. So much for the collection of contributions and the 
investment of the funds. What of the liquidation of the investments and the 
payment of benefits ? 

The effect upon investment of liquidating unemployment insurance reserves 
turns largely upon the methods used. The fears in this connection are not well 
founded, for two reasons. First, the size of the reserve available for liquidation 
and, more particularly, the amount of the reserve that needs to be liquidated at 
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services and thus to make lighter the burden of providing for those who become 
unemployed during business recessions and for those who reach retirement age? 

As for the desirability of a more orderly and adequate program of providing 
for the unemployed and those who by reason of age should no longer be 
expected to work, there can be no question. It is clear, also, that the taxes 
imposed under the Social Security Act do not by any means represent an entirely 
new burden on the country. 

Some important questions have arisen with respect to the social security 
program as adopted, however, which relate, not to objectives, but largely to the 
financial aspects of the program, especially the provisions for the accumulation 
of old age reserves. The taxes and accompanying accumulation of reserves were 
designed as a means of enabling individual workers to accumulate a definite 
claim on the production of the country at the time when they need it. The 
reduced spending power and higher prices which result from the social security 
taxes will tend to lower living standards of wage earners somewhat, unless, 
through further economies in processes of production, the effects of social 
security taxes can be more than offset and selling prices lowered instead of being 
raised. If the per capita output of the country could be increased as rapidly 
during the next few decades as it has been during the last few decades, the 
burden of the social security program could be carried with ease. But attainment 
of that objective will require taking full advantage of new inventions and more 
efficient plants and equipment, and that means large investments of capital. 
Conceivably the reserves accumulated under the social security program could 
be used to promote industrial efficiency, but is it likely that the present arrange- 
ments will promote such use of the reserves, even indirectly? 

At first glance, one might be tempted to answer that the present plan for 
the accumulation of reserves will have no such effect, as the proceeds of social 
security taxes are being spent currently by the government. In fact, one might 
go further and claim that the social security taxes may to some extent take the 
place of individual savings which might o-herwise be invested in industry, and 
may also have the effect of reducing accumulations of capital out of the earnings 
of industry. Such a position is probably an overstatement of the situation, but 
may have some elements of truth. 

In discussing these questions, it is necessary, first of all, to differentiate 
between the unemployment insurance and old age retirement parts of the social 
security program. On the whole, it seems unlikely that the accumulation and dis- 
bursement of unemployment insurance reserves will have very material effects on 
business fluctuations, and, on balance, it seems likely that the influence will be 
toward stability rather than toward accentuation of business fluctuations. 

The accumulation of reserves for old age retirement benefits is by far the 
more important aspect of the problem. The prospect is that the Old Age Reserve 
Account will grow steadily for over forty years, whatever its actual amount may 
be, whereas the Unemployment Trust Fund is expected to rise and fall with the 
level of business activity, never reaching any such amount as the Old Age 
Reserve Account is expected to attain. Since the Old Age Retirement Fund 
is to be invested exclusively in government securities and will not contribute 
directly to capital investments in industry, the question arises, will the program 
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as-you-go plan. Adoption of this plan would mean less taxes on employers, as 
well as employees, for some years ahead. The reduction in taxes on employers 
would probably be viewed chiefly as a reduction in costs of doing business, and 
therefore would more likely be applied to a reduction in selling prices than to 
an increase in the amount of net earnings “plowed back” into business organiza- 
tions, and the reduction in taxes on wage earners would probably be used more 
largely to increase spending than to increase savings. Consequently this plan 
would probably result chiefly in some increase in the current production and 
consumption of goods, and it is questionable whether it would result even 
temporarily in a material increase in the supply of capital available for employ- 
ment in industry. In later years, when the amount of retirement benefits to be 
disbursed is greatly increased, it would probably not be feasible to raise enough 
money through taxes on individual incomes and pay rolls to meet the disburse- 
ments of old age benefits, so that it might be necessary to resort to the general 
taxing power of the government. If the additional taxes were placed largely 
upon big incomes, reductions in the supply of funds available for investment in 
business enterprises might then result. 

Another possible alternative would be to permit the operation of private 
pension funds which come up to specified standards and to permit private 
investment of the reserves in corporation securities as well as government 
securities. The difficulty of transferring reserves from one concern to another 
when individuals change their employment might be overcome by permitting 
the organization of pension plans for whole industries rather than for individual 
business concerns. 

The main thing I wish to suggest is that it would be desirable to study ways 
by which the savings represented by social security taxes, especially the taxes 
levied in connection with the old age retirement provisions, could be used to 
improve the productive equipment of the country, and thus to promote further 
progress in raising standards of living generally, along with the establishment 
of a more orderly and adequate system of providing for those who by reason 
of age, or for other reasons, must be supported by the working population. 


In his paper on the relationship between unemployment reserves and the 
business cycle, Professor Otto Nathan discussed the manifold effects of the collec- 
tion and investment of the unemployment trust fund and suggested a type of 


future legislation which might be enacted for the purpose of smoothing out busi- 
ness fluctuations. 
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the change in type of demand curve would presumably have taken place in any 
other year. 

The sustained elasticity of the demand curve up to this point, magnified by 
a high “acceleration” ratio from primary to derived demand, stimulated an 
unusual amount of construction, pushing the supply beyond the point where 
the slope of the demand curve changed abruptly from an elastic to an inelastic 
type. The diversion of subsequent consumer income from consumption to sav- 
ings, which went largely into real estate investments, provided capital for further 
prolongation of overbuilding. The result was the enormous fluctuation in volume 
of construction from the period 1921-29 to the period 1930-33. While this 
fluctuation was magnified by credit inflation and speculative elements in the 
building field, at least one of the basic factors seems to lie in the abrupt change 
in the type of demand curve when subjected to varying quantities of supply. 


GrorGE HALM pointed out that since changes in primary demand tend to 
be reflected in the field of investment through the combined effect of the 
multiplier and the acceleration principles, great caution should be exercised in 
any stimulation of primary demand lest it result in a rapid absorption of the 
lending capacity of the credit system and in a congestion that can easily become 
the starting point for a cumulative process downward. He indicated that the 
attempts by governmental agencies to augment the volume of purchasing power 
in the hands of ultimate consumers, either by direct or work relief or public 
works, are especially susceptible, because of political pressures and the greater 
importance ascribed to the visible primary effects than to the elusive secondary 
effects, to the danger of initiating too rapid and sudden an increase in primary 
demand. Obviously, cautious and careful timing of such priming of the pump 
of consumers’ demand is needed if its secondary and tertiary effects on the 
economy are to result in such an expansion as would still allow a sufficient 
supply of investable funds and a cost-return situation which would stimulate 
private business to respond in its own turn and contribute to the prolongation 
of the period of economic prosperity. 


WALTER EGLE directed his remarks to Dr. Hart’s paper. His understanding 
of Dr. Hart’s analysis of anticipation was that it contributed to the explana- 
tion of the sustained movement of the business system in a direction of ex- 
pansion or contraction, but (as Dr. Hart admitted himself) the bearing of the 
analysis upon the turning point or upon the changes in the direction of economic 
movements appeared indeterminate. The question was whether such an explana- 
tion could really be attained without a greater consideration than was allowed for 
in Dr. Hart’s paper of the objective factors determining costs to the business 
enterprises. Professor Egle also discussed the possibilities of a policy of stabiliz- 
ing money wage rates. It was his opinion that the advocates of the policy of 
making all costs, or even prime costs only, flexible, were asking for the im- 
possible; and that even if the attempt were successful, it is very doubtful that 
the result would be a stabilization of the volume of economic activity. Under 
these conditions, the question may be raised whether a greater advantage could 
not be secured from an attempt to stabilize the volume of wage payments. 
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DURABLE CONSUMERS GOODS 


CALVIN B. Hoover, Chairman 


The following papers were presented at this round table: Albert Haring, 
Installment Selling of Durable Consumers Goods; Norman J. Silberling, Some 
Aspects of Durable Consumer Goods Financing and Investment Fluctuations ; 
F. Leslie Hayford, The Flexibility of Replacement Demand for Durable Con- 
sumers Goods. The chairman presents his summary of the first two papers, 
together with the general conclusions, and Mr. Hayford’s own digest of his 


paper. 


PROFESSOR HARING’s conclusions may be summarized as follows: The total 
of installment credit sales has been estimated at 6.4 billion dollars in 1929, 
at 3.6 billions in 1935, and at 4.5 billion dollars in 1936. The percentages 
of installment sales to total retail sales for the same years were 13 per cent, 11 
per cent, and 12 per cent, respectively. Durable consumers goods accounts for 
the greater portion of these installment sales, but the sale of clothing and “‘soft”’ 
goods on installment payments has been increasing. On account of the limited 
repossession possibilities of soft goods, this trend offers serious problems. 

The importance of installment selling in retail sales of durable consumers 
goods is indicated by the fact that in 1935, 59.9 per cent of the sales of motor 
vehicle dealers handling new cars were made upon installment credit, that 
54.9 per cent of the sales of household appliance and radio stores were install- 
ment sales, and that the comparable figure for furniture stores was 48.7 per cent. 

While installment selling no doubt made possible larger sales of durable 
goods than otherwise would have been possible and thus made possible lower 
costs through large-scale methods of production, the improvement in the standard 
of living thereby obtained is offset in some degree by certain disadvantages. 
Installment sales fluctuate more rapidly than book credit sales, which in turn 
fluctuate more rapidly than cash sales. In the automobile industry the number 
of cars sold upon installment credit as percentage of total sales was 63 in 
1929, 63.2 in 1930, 61.3 in 1931, 49.7 in 1932, 56.8 in 1933, 56.6 in 1934, 
60.8 in 1935, and 59.8 in 1936. Data for similar commodities likewise support 
this conclusion. 

In spite of the fact that the records of the large installment finance companies 
during the depression were excellent, many consumers must have depleted their 
reserves in order to meet installment payments. The advantages of installment 
selling appear, indeed, to outweigh the disadvantages only provided that install- 
ment selling is operated on sound lines. The soundness of installment selling 
is largely determined by the amount of the down payment required, the length 
of the installment period, the character of the contracts, and the cost to the 
consumer, 

The evidence indicates that the lower the percentage of the down payment 
to the price of the commodity purchased, the greater will be the percentage of 
repossessions. This has been shown, for example, in the studies of Mr. Ray 
Fox, of the General Motors Acceptance Corporation, of the experience of 
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Some preliminary data may emphasize the effect which these fluctuations may 
have upon cyclical changes in the general capital market and upon the rate 
of interest. In 1934 one survey shows that 58 per cent of urban, owner-occupied 
homes were mortgaged, and 43 per cent of rented properties. The rate of interest 
prevailing in 1934 was between 6.5 per cent and 7 per cent. In 1935 the total 
mortgage debt on urban homes was roughly 17 billion dollars, which is the 
largest single classification of long-term debt in the United States. It is about 
equal to the combined total of railway and industrial debt. 

What are the essential characteristics of the typical urban home building 
cycle of activity? What initiating factors may be detected? What internal fac- 
tors accentuate the movement up and down, once it is set in motion? A war, 
involving price inflation is generally detrimental to building activity. During 
such a period the growth of population accumulates an unsatisfied demand for 
housing. The cessation of hostilities consequently brings forth a renewed de- 
mand for housing accommodation and a new building cycle may be generated. 

The movement of population is also an “independent” factor in initiating 
major housing cycles. This has been an important factor in such sections as 
California, Florida, and parts of Michigan. Local or general changes in the rate 
of population growth may also influence the demand for housing. 

The residential business cycle, once set in motion, is subject to powerful 
forces of instability. The speculative character of subdivision activity, the opera- 
tion of land syndicates, the operations of promotional builders—all these make 
for instability. A considerable proportion of housing construction is undertaken 
on borrowed money and with a slender equity. The system has operated for 
years on the basis of capital loans which create enormous leverage and subject 
the entire structure to the danger of collapse as soon as some minor unfavorable 
factors appear. It is common in the mortgage field to refer to the historical 
practise of “ten-year” loans. Many loans are for periods of five or even three 
years. The average equity of the borrower has been estimated at 20 per cent. 
A high proportion of first mortgages has had no provision for amortization. 
Borrowers seem generally to have failed to realize that they must save something 
out of current income if they are ever to pay off the indebtedness incurred. In- 
stead they have merely taken the chance that somehow or other they would be 
able to obtain several thousand dollars in a rather hazy distant future and 
have been content if they were able to pay interest. 

The usual term of ten years for home financing makes it almost certain that 
difficulties will develop about ten years after the initiating factor has begun 
to create a housing boom. Values and rentals begin to weaken and this starts a 
dowhward spiral of foreclosures. Values decline until distressed properties can 
be bought for less than cost of construction. This is accentuated by rigid price 
and wage structures in the building industry. 

The funds for financing building booms have been pumped into circulation 
through pressure. Funds have been obtained by lending institutions through 
promises to pay interest rates above the general market rate for long-term capital. 
The volume of funds thus attracted could only be loaned by taking advantage 
of marginal cases and slender equities. 

The system of financing residential construction is now in process of recon- 
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struction through th tivities of the federal government. Nevertheless the 
defect of an insuff \d of amortization of loans has not been adequately 
remedied. In view of the average worker's ability to pay rentals for housing 
accommodation it aj s likely that the revival of investment in this field 
will depend upon thi elopment of rental properties by large-scale enterprise 
and perhaps to a mi e upon low-cost housing created as a part of govern- 
mental consumptive 

In conclusion, said that to the extent that consumer-type saving 
involved in the pay for durable consumption goods is spread over a long 
period and involv substantial interest charge, there is a tendency for con- 
sumption in other tions to be curtailed in order that repayment may be 
attempted. It is in t ing cycle that this effect is probably most important. 
Just as the initial flow of capital provides a special stimulus to general consump- 
tion, so the impair f consumption in other directions as the building cycle 
advances brings about the initial curtailment of total spending and employ- 
ment, which, as it rs momentum, curtails the income of the very mass of 
people who are endeavoring to save. 

F. Lesiizg Hay! rhe common explanation of the great amplitude of 
cyclical fluctuations of effective demand for durable consumers goods is that 
people do without kinds of such goods when their incomes shrink. But 
doing without is 1 y for the majority of those individuals who already 
possess goods of t Continued enjoyment of use for a considerable time 
is possible, and all t | be foregone is as rapid replacement as has been 
customary. Deferm« ment of course reduces current effective demand. 
And it is the postp: ty of replacement which makes the market for durable 
consumers goods subject to wide variations. For when a durable consumers good 
has come into quit expansion of the number of its users becomes 
more and more limi placement demand becomes much more important 
than new user deman 

The réle of replace lemand is well illustrated in the passenger auto- 
mobile industry. S beginning of this industry 56,000,000 passenger 
automobiles have | uught by consumers in the United States, of which 
approximately 32,0 have passed out of existence, leaving about 24,000,000 
in use. This is the number of cars in use that this country has ever had. 
So that it is clear that 56,000,000 cars sold since the industry’s inception, 
32,000,000 have tal > place of cars which have been scrapped. In other 
words, nearly 60 | of the industry's domestic passenger car business has 
come from the rep! lemand. In recent years, of course—in fact since the 
middle twenties—replacement demand has been of much greater relative im- 
portance. 

If replacement pro it an even rate, the total effective demand would 
fluctuate much less v y than it does; that is, if cars were scrapped year by 
year at a rate which represented a constant average life-span and regularity of 
mortality rates and wv ediately replaced, there would be little fluctuation 


in the effective re; lemand, and changes in new user buying would 
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virtually determine the amplitude of fluctuations of the total effective demand. 
This of course is not what happens. Scrappage and replacement buying do not 
follow a regular course, but are subject to great cyclical changes. 

During the latter half of the twenties, passenger car scrappage did proceed 
at a rather even rate, with car life averaging somewhat less than the seven-year 
life arrived at by Professor C. E. Griffin in his study of Michigan registration 
data for the years 1923 and 1924. If average car life had remained constant since 
the time of Professor Griffin’s study and if the ‘death rates” developed by him 
had prevailed, scrappage would have been somewhat less than it was from 1925 
to 1930, but it would have been much greater than it proved to be during the 
years following 1930. In fact, in 1933 and 1934 the actual number of cars 
scrapped was only about half as large as it would have been on such a basis. 
This drop in the rate of scrappage, and consequently in the rate of replacement, 
quite largely accounts for the great decline in passenger automobile sales during 
the depression. And an increase in the rate of scrappage and replacement after 
1934, together with the resumption of new user buying, which had practically 
ceased during the worst of the depression years, caused the rapid and marked 
recovery of the automobile industry in 1935, 1936, and 1937. 

That the sharp decline in effective demand during the depression was due 
chiefly to deferred scrappage and deferred replacement rather than to a great 
foregoing of automobile usage is clear from the car registration data. The num- 
ber of passenger automobiles in use apparently declined less than 10 per cent; 
that is, from 21,800,000 cars in 1929 to approximately 20,000,000 in 1932 and 
1933. Obviously, the postponement of scrappage by extending the serviceable 
life of cars made possible the continued enjoyment of automobiles by something 
like nine-tenths as many persons as in 1929 without the necessity of continued 
replacement buying at anything like the rate which had prevailed in the pre- 
depression years. 

If, then, replacement demand is as important in the durable consumers goods 
industries in general as it obviously is in the automobile industry, the degree of 
flexibility of usable life of these goods will have a highly significant bearing 
upon fluctuations in the effective demand for them. The usable life of different 
kinds of durable consumers goods varies greatly; but under the spur of necessity 
or desire all of them can be made to last longer than has been customary. A 
special type of flexibility of demand is thus introduced by the flexibility of 
usable life which renders postponement of replacement without deprivation of 
use not only possible but (for a time, at least) no great hardship. 

Postponement of replacement will of course occur when consumers’ incomes 
shrink. But there are other conditions which may cause a postponement of re- 
placement and by so doing initiate a drop in consumers’ incomes which by its 
cumulative force may bring about a business depression. One of these conditions 
is the existence of a great burden of consumers’ debt, the payment of which 
will make it impossible to apply all of current income to the current purchase 
of goods. Or the feeling of the necessity or desirability of saving, either for a 


_'C. E. Griffin, The Life History of Automobiles, Michigan Business Studies, Vol. 1, 
No. 1, February, 1926. 
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specific purpose 1s a general safeguard against contingencies, may 
induce the cons the old car or the old washing machine longer 
than usual. 

But when a de imers’ incomes has set in, and employment is de- 
creasing, uncertait the future becomes a potent factor in causing defer- 
ment of replacem rable consumers goods, not only on the part of those 
whose incomes already have shrunk, but also on the part of many whose incomes 
have not yet been | but who are fearful that they may be. Lack of con- 
fidence then caus lerable curtailment of buying, without (at least for 
quite a time) sul the great mass of consumers to the necessity of giving 
up the enjoyment of t lurable consumers goods to which they have become 
accustomed. In ou nt-day civilization—with its means of rapid communica- 
tion, its radio f: for mass appeal and for the dissemination of news, 
opinions, and propaganda, its many public interpreters of and commentators on 
happenings in the business and political fields—changes in public confidence 
seem likely to occur more quickly and to be more pronounced than formerly. 
Lack of confidence now tends to develop suddenly and spread rapidly, bringing 
about fluctuations in er buying which are made wider by the increased 
relative importan ible consumers goods with their great flexibility 
of replacement det 

Because of this flexibility of replacement demand, it may be that the ampli- 
tude of business ds to become greater as the ownership of durable 
consumers goods | es more general. But the ownership of such goods be- 
comes more genet terial standard of living rises. Perhaps, then, one 
of the costs of a | terial standard of living is the endurance of pro- 
nounced fluctuatic business 

The general cot »f the round table may be stated as follows: 

Evidence indicates clearly enough that fluctuations in investment may be 
materially affected o tiated by changes which take place in the demand 
for durable consumer ;. The experience of the automobile industry shows 
that fluctuations in replacement demand are basically affected by the fact that 
consumers do not have to choose between replacement and doing without but 
instead the choice is between buying a new car and using the old car longer. 
This is proved by the fluctuation in the rate of scrappage of cars during the 
depression as compared with predepression figures. The importance of install 
ment selling as a ¢ f fluctuations in consumer demand is difficult to estimate. 
It appears inevitabl. ver, that installment selling must add somewhat to 
instability of demand. Too small down payments, too long periods for pay- 
ment of balances 1 other unsound practices accentuate this instability. 
The tremendous relative weight of urban housing mortgage indebtedness renders 
fluctuations in the | for this type of durable consumers goods of funda- 
mental importance. The data indicate that the extremely wide fluctuations in 
housing construction are affected by the customary period during which resi- 
dential mortgages run. Fluctuations in investment and in the interest rate are 


greatly influenced by fluctuations in residential building activity. 


WAGE POLICIES 
FRANK D. GRAHAM, Chairman 


The speakers at this round table dealt chiefly with the following subjects: 
Carroll R. Daugherty, “The Relation of Minimum Wage and Maximum 
Hour Laws to Rates of Investment, to Employment, and to Labor Income’; 
Paul M. Sweezy, “Wage Policy and Investment”; Lorie Tarshis, “Wage Reduc- 
tions and Investment.” 


CARROLL R. DAUGHERTY: Because of the variety and complexity of the factors 
affecting retes of investment, it is impossible to show inductively the effects of 
wage rate and work period changes on investment rates, except in so far as 
one might obtain reliable data from enterprisers and investors themselves with 
regard to their reactions to such changes. 

Deductively, however—without an assumption of either perfect competition 
or complete monopoly but on the assumption (a) that all other investment- 
affecting factors, such as price changes, are held constant; (b) that enterprisers 
and investors have certain notions or attitudes concerning suitable rates of 
return; and (c) that, as the owners and controllers of enterprise, they react to 
cost-increasing conditions in ways intended to make possible the realization 
of their standards of investment returns—one may reach the following con- 
clusions. 

In general, a substantial, arbitrary increase in wage rates or reduction in 
work periods (“‘arbitrary” is so defined as to mean “unjustified, in enterprisers’ 
minds, by market conditions’) so dims enterprisers’ profit prospects as to stimu- 
late them to introduce new labor-saving, cost-reducing machinery (with some- 
one’s investment funds), the net effect of which is to protect profits atid to increase 
the relative employment of investment funds and capital equipment and not to 
increase the average employment and average relative income of labor. Thus, 
no matter how socially desirable it may be to increase relative average worker 
income and employment, such an objective is not generally attainable through 
substantial, arbitrary wage rate increases and work period reductions under the 
present economic system. Even assuming that one of the major causes of de- 
pression is lack of balance between consumer buying power and savings (brought 
on perhaps by inequalities in income distribution), one cannot say that recovery 
from depression can be achieved by reversing the process, i.e., by arbitrarily 
raising wage rates. A wage rate increase is an added cost of production more 
immediately than it is added purchasing power. And added costs of produc- 
tion have the deflating effects noted above. The only way purchasing power can 
be immediately increased without immediately raising production costs is through 
government expenditure. And budget balancing requires that eventually this 
credit must be stopped and repaid through cost-increasing, profit-dimming taxa- 
tion. If this general analysis is correct, the further conclusion is perhaps justified 
that some other form of economic organization would be better adapted to the 
realization of such broad social objectives. 

In particular, minimum wage and maximum hours laws tend to discourage 
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plants in the highly competitive, little mechanized 


wage rates are low and labor costs a relatively large 


costs, while they tend to encourage investment 


listic, highly mechanized industries in which all or 
Lire 


idy above the law’s minimum and in which labor 
t of total costs. Enterprisers who stay in the first 
stimulated to introduce labor-saving equipment 
they may have difficulty in obtaining the funds, 
type of industry may go out of business. In any 
the operation of such laws would result in general 
ind average relative labor income. This conclu- 
irgument against the use of modest minimum wage 
prohibit exploitation of workers in sweated in- 
nomic system, especially if there is provision for 
unemployed workers. 


blem of the effect of a general change in money 


| by studying the workings of a highly simplified 
ost usual models are variations of a basic type, 


vhich are as follows: (1) perfect competition, (2) 


| 


osts, and (3) a closed system. By appropriate 
ions it is possible to reach the conclusions: that 
se investment and employment, or that it will 


yyment unchanged, or that it will decrease invest- 


f these conclusions may be logical according to the 
relevance to the problem of wage cuts in the 


other models which differ widely from the type 
e, for example, that all employers are monopo- 

be more accurate to say, oligopolists. In such cir- 
which are relevant to behavior are those which 
itrepreneurs, and they are made up after a full 
or less unconscious, of the probable reactions of 
um prepared to argue that a very likely shape for 
w a ‘corner’ at the prevailing price. The entre- 
ely to regard price cutting as self-defeating since 
the part of rivals (the curve is inelastic for down- 
ind he is likely to think that any business which 
, his price will be eagerly absorbed by his rivals 
vard movements of price). Now the curve which 
curve, of course, has a discontinuity at the pre- 
positive to a negative value. If the effect of a 

e not materially to change the volume of expendi- 
position of demand curves pretty much unaffected, 
accompanied by no increase in employment at all 
ure More prone to saving than their workers, 
dverse. This can be put otherwise by saying that 
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the marginal revenue productivity of workers for increases in employment is 
negative. 

in such an economy it is evident that shifts in the volume of employment will 
be initiated altogether by shifts in demand curves and not by shifts in cost curves ; 
that is to say, by shifts in the volume of expenditure. Changes in money wages, 
since they are not likely to have any very large effect on the volume of expendi- 
ture one way or the other, are likely to have little influence on the volume of 
employment. On the other hand, those things which affect the volume of ex- 
penditure (e.g., the opening of new fields for investment, public works, large- 
scale foreign lending, armament, war, and the like) are the things which will 
have a direct effect on the volume of employment; and the latter in turn, it 
seems to me, is the decisive factor in the level of money wages. Employers will 
always cut wages to save money if they can; and they will raise them when they 
have to. Low and falling employment allow them to do the first and high and 
rising employment force them to do the second. 

I believe—it may be no more than a hunch—that the real world is very much 
more like the model which I have just analyzed than the more usual models 
mentioned previously. Believing this, 1 conclude that to inquire how wage policy 
affects investment is in the main to put the question backwards, and that any 
one interested in increasing the volume of employment and investment would 
do well to regard the problem of wage policy as distinctly of secondary im- 
portance, 


Lorig TARSHIS: The amount of investment (suitably measured) depends 
upon the level of interest rates and upon the yields that entrepreneurs expect 
on new capital equipment. A general reduction in money wages involves a reduc- 
tion in labor costs and so, to that extent, an increase in anticipated yields. But 
this effect is offset, at least partly, by a decline in money expenditure resulting 
from a fall in labor’s money income. 

In an economy where inflexible prices are rather common, the decline in 
expenditure has one further serious consequence. It occasions an increase in 
surplus capacity with respect to existing equipment in those industries which 
maintain prices at their old levels. In at least three of the industries which in 
the United States are important as buyers of new capital—railroads, public utili- 
ties, and housing—the prices of the services provided are quite inflexible. 

It is quite true that the general reduction in money wages might be responsible 
for an increase in the yield of existing capital equipment, but because of the 
increase in excess capacity the yield anticipated from new capital would be 
lowered. This would discourage investment. In so far as the prices of new 


investment goods are themselves stabilized, investment is even further dis- 
couraged, 


Discussion from the floor was initiated by Mr. A. P. Lerner, of the London 
School of Economics, who pointed out that there is a simple and a sophisticated 
form of the old argument that an increase in wages will diminish investment 
and employment. The simple form applies to the whole economy an argument 
that is valid only when applied to a part of it. If wages are raised in a small 
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sector are raised. There is also (initially) an 

ing spread over the whole economy, can reason- 
int. Costs rise relatively to demand and there 

t of the affected sector. If wages are raised in a large 
percussions on demand can no longer be completely 
| that only a part of the increased income (which 


pent on the output of this sector of the economy 


ncy for output to shrink. But if wages are raised 
presumption that demand increases less than cost 
of the old argument thus commits the fallacy of 


is follows: 
x about a rise in demand and in money prices 


in people’s attitude to liquidity (i.e., the rise in 
them out of money into goods), there will be 
ney to hold. 
the amount of money (i.e., if the monetary au- 
to satisfy the increased demand for cash and 
a rise in the rate of interest. 
yn of any further rise in prices, this will diminish 


he propensity to consume, there will be a de- 


ide that this decline in profits is permanent they 
yyment. 


Drs. Sweezy and Tarshis amounts to nothing more 
igerous to glide over the whole of this (abridged) 
leading from a rise in wages to a decline in output, 
bability that the process will be arrested at some 
r periods of time sufficiently long for the further 
developments that are certain to arise in the real 
stages there is mo reason to expect a decline in 
for in so far as there is a shift from the (real) 
s of production to earnings of labor as a result 
to bring about an increase in the propensity to 
ofits, and output, while the adverse effects on the 


tment may be held up indefinitely. 


| the question whether reductions in wage rates, 
the number of hours worked and in total wage 
ts quite different from reductions in wage rates 


effect of wage cuts might vary according to the 


they were introduced. 


n and Drs. Vickery and Armstrong also participated 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION HELD IN ATLANTIC CITY, NEW JERSEY, 
DECEMBER 29 AND 30, 1937 


The first business meeting of the American Economic Association was held 
at 9:00 A.M., December 29, 1937, in Chalfonte-Haddon Hall, Atlantic City, 
President Sprague presiding. 

The minutes of the meeting of December 30, 1936, were approved as printed 
in the Proceedings of the Forty-ninth Annual Meeting, page 296. 

The following reports were read and approved: 

1. The Secretary. (See p. 162.) 

2. The Managing Editor. (See p. 166.) 

3. The Treasurer. (See p. 168.) 

4. The Auditor. (See p. 171.) 

5. The Finance Committee. (See p. 169.) 

The President appointed Harry D. Gideonse of the University of Chicago, 
Tipton R. Snavely, of the University of Virginia, and Z. Clark Dickinson, of the 
University of Michigan, as a Committee on Resolutions. 

J. M. Clark, our representative to the American Council of Learned Societies, 
referred the members to the printed report of the activities of the Council for 
the current year. 

The Secretary read, for Robert Calkins, chairman of the Committee on Re- 
prints, the report of that Committee. The report was accepted and the Com- 
mittee discontinued. (See p. 176.) 

The following informal report of the Joint Committee on Statistics of Income 
was read by the Secretary in the absence of J. F. Ebersole: 

The Joint Committee on Statistics of Income has held no formal meetings during this 
calendar year, but the members have corresponded with Dr. George C. Haas, Director of 
Research and Statistics in the Treasury, during the year. Certain of his problems have been 
submitted to the members of the Committee, and individuals have replied with such 
suggestions as they thought it desirable to make. During the year Messrs. W. L. Crum and 
Simon S. Kuznets, who are members of the American Statistical Association half of the 
Joint Committee on Statistics of Income, have been devoting a considerable amount of their 
own time in the form of personal attendance at the Treasury Department. During the period 
of such personal attendance, it did not appear necessary to have a meeting of the Joint 


Committee. Professor Crum has now returned to Harvard for full-time work, and I 


recommend that the Committee be continued another year, and any unexpired appropriation 
be continued and not canceled. 


The report was accepted, the Committee continued for another year, and the 
unexpended appropriation transferred to 1938. 

J. M. Clark gave an oral report for the Committee on Permanent Secretariat. 

he President stated that he believed the matter should receive further con- 


sideration by the Executive Committee before being put to the membership 
tor vote. 


Adjourned. 


The second business meeting of the American Economic Association was held 
at 9:00 A.M., December 30, 1937, in Chalfonte-Haddon Hall, Atlantic City, 
New Jersey, President Sprague presiding. 
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The minutes of 


The following 
proved: 

WHEREAS, The 
annual session, D 
been chiefly respon 

Resolved, That tl 


Association for the 


the details had beer 
mittee on Local Ar 
activities of the As 


a success; and be it 
Resolved, That 

their contributions 
Re solt ed, That Ww 


for the facilities 


in insuring the succ 


For the report 
see p. 178. 

The Secretary 

In accordance wi 
recent balloting, an 
on Elections. 

The Nominating 
chairman; Willian 


Pennsylvania; Henry 


Michigan; and Art 

the following list 

For President 
Joseph S. Davis 
Alvin H. Hansen 


For Vice-Presidents 


Frederic B. Garve 


Frederick C. Mill 


William A. Paton 
Joseph A. Schum} 


For Executive Com 
Benjamin M. An 


Elmo P. Hohman 
Merlin H. Hunte: 


Mabel Newcomer: 


For Social Science I 


Simon Kuznets 


Roswell C. McCr 


The Committee 
and ballots were 


December 20, 1937 


From the report 
Number 


Number 
Number 


Economic Association 


: of December 29, 1937, were read and approved. 
the Committee on Resolutions was read and ap- 


he American Economic Association, meeting in the fiftieth 


lesire to express appreciation to those who have 

cess of the conference; therefore be it 
ucted to convey the thanks of the members of the 
1 made for the meeting and for the way in which 
it the session to Ernest M. Patterson, of the Com. 
the press for the publicity given to the program and 
he others who participated in making the meeting 


participants in the program our appreciation for 
ns of the Association; and be it finally 
nagement of the Chalfonte-Haddon Hall our thanks 
sal and for the co-operation which aided so greatly 
Harry D. GIDEONSE, Chairman 
TiPTON R. SNAVELY 
Z. CLARK DICKINSON 


tatives to the Social Science Research Council, 


ertification of election: 


n election procedure, I hereby certify the results of the 
rts of the Nominating Committee and the Committee 


‘sisting of Ernest L. Bogart, University of Illinois, 
3rown University; Raymond T. Bye, University of 
New York City; I. Leo Sharfman, University of 


t, University of Minnesota; presented to the Secretary 


respective offices: 


Representative 


repared biographical sketches of the various candidates 


1 November. The canvass of the ballots was made on 
were filed with the Secretary. 


n Elections I have the following information: 
ithout names for identification 26 
to count 9 


be 
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Minutes of the Business Meetings 


Number of legal ballots 


1,214 
Number of returns from the mail ballot 1,249 


On the basis of the canvass of the votes cast, I certify that the following persons have 
heen duly elected to the respective offices: 


President (for the term of one year) 
Alvin H. Hansen 


Vice-Presidents (for the term of one year) 


Frederic B. Garver 
Frederick C. Mills 


Members of the Executive Committee (for the term of three years) 


Benjamin M. Anderson, Jr. 
Mabel Newcomer 


Representative to the Social Science Research Council (for the term of three years) 
Simon Kuznets 


Adjourned. 
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REPORT OF THE SECRETARY OF THE ASSOCIATION FOR THE 
ENDING DECEMBER 15, 1937 


The followin les the minutes of all meetings of the Executive 
Committee held year 
1. Minutes of the second meeting of the 1937 Executive Committee: 


The second me I tive Committee of the American Economic Association 
for the year 193 Harvard Club, New York City, February 20, 1937, 
at 9:00 A.M. There t: President Sprague, presiding, and Messrs. Bell, Brown, 
Clark, Dewey, Gral M ind Mitchell. 

Voted: To approve th yutes of the December 29, 1936, meeting as printed in the 
Proceedings of th | meeting, page 301. 

Voted: That t Mr. C. H. Crennan as a member of the Finance Com. 
mittee be accepte \ Roy C. Osgood be appointed to the vacancy thus created, 

The Sectetary mmunicate to Mr. Crennan the Committee’s thanks 
for his long, fait! and t ervice to the Association. 

The Secretary re notified the Director of the Census of the action taken 
at the business n \ssociation on Decembr 30, withdrawing from participa. 
tion on the Joint ¢ ory Committee. 

Voted: To con on Reprints, with the request that the Committee 
report at the De } 

In the absence J. M. Clark reported for the Committee on Permanent 
Secretariat. Profes Clar that the Committee be continued and that it be per- 
mitted to report er business meeting a different form of proposal from 
that recommende 

Voted: To autl ture of not to exceed $300 for mimeographing round 
table papers. 

Discussed the « ‘f officers of the Association and the franchise of 
members whose d d by institutions. No action was taken. 

The Secretary n from L. C. Marshall, representative of the Busi 
ness Research Cc 1ining why no report was forthcoming either at the annual 
business meeting pring meeting of the Executive Committee. A report is 
expected at the next b ting 

The Secretary Li report on the meeting of the association secretaries 
and of the sessi ican Council of Learned Societies held in New York, 
January 28 to 30 

Voted: To app of D. R. Dewey for a slight increase of appropriation 
for office salaries 

Voted: To select y, New Jersey, as the place of meeting for the next annual 
convention, the da ber 28, 29, and 30. 

Voted: To appx Patterson as Association representative on the Committee on 
Local Arrangemen ul meeting. 

Professor Sprag the selection of the members of a program committee 
A. H. Hansen, F S. Mason, and the Secretary. 


Adjourned 


2. The minute meeting of the 1937 Executive Committee: 


The third meetir Executive Committee was held at the Chalfonte-Haddon 
Hall, Atlantic Cit M., December 28, 1937. There were present: President 
Sprague, presiding i Bell, Clark, Dewey, Goodrich, Graham, Hansen, anc 
Mitchell. 

The minutes of , 1937, meeting were read and approved. 

The Secretary 1 yment of five hundred dollars to the Higgs’s bibliog- 
raphy, authorized er 29, 1936, meeting, had been made. The question 
of policy with reg lation of reserve funds provoked suggestions involving 

useful in conducting the activities of the Association 

lesirability of conferring with his Board of Editors 

a conference held unless expenses were borne by the Association. Pro- 
fessor Hansen con ble that conferences be held not only by the members 
of the Program € re main papers and round tables are resorted to, con- 
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Report of the Secretary 163 


ferences of those preparing main papers and the chairman of round tables. One of the weak- 
ses of this past year’s program was the lack of co-ordination which might have been 
accomplished by this means. Here again travel expenses are involved. The Secretary 
nen that Professor Ernest L. Bogart, chairman of the Nominating Committee, had 
asked for a conference to discuss nominees for the offices of the Association. 
_ Prolene Sprague submitted a memorandum from Dean Donham describing progress 
ade on the economic bibliography and asking that the American Economic Association 
subscribe three thousand dollars additional to that project (to bring about the completion 
of Volume III—1500 to 1700). The Association has committed itself to pay five hundred 
d llars more in 1938. It was voted to contribute one-third of the remaining twenty-five 
undred dollars on condition that some other American organizations, e.g., American His- 
torical Society or the American Academy of Political and Social Science, subscribe the other 
o-thinds. 
It was voted to appoint John E. Walker as council for the Association for a term of 
thr years. 
e appointment of the following persons to the Editorial Board of the American Economic 
» was confirmed: Arthur R. Burns and Bernard F. Haley, for a term of three years; 
and Fritz Machlup for a term of one year, to finish the unexpired term of Edward H. 
Chamberlin. 
The list of honorary members was considered, and members of the Executive Committee 
were asked to submit nominations at the spring meeting. 
Because of long and valuable services to the Association, complimentary memberships 
were granted to Richard T. Ely and C. H. Crennan, 
I was voted to approve a change in the by-laws, so as to permit the date of nomination 
balloting to be advanced one month. 
Adjourned. 


3. Minutes of the first meeting of the 1938 Executive Committee: 
The first meeting of the 1938 Executive Committee was held at Chalfonte-Haddon Hall, 
Atlantic City, at 12:00 M., December 30, 1937. There were present: President Alvin H. 


Hansen, presiding, and Messrs. Anderson, Bell, Clark, Dewey, Garver, Goodrich, Graham, 
Haig, Mills, and Sprague. 
The minutes of the December 28, 1937, meeting were read and approved. 
It was voted to hold the 1938 annual meeting, on December 27, 28, and 29, in Detroit, 
Michigan. 
The publication of a Handbook in 1938 was authorized, and suggestions were made for 
inclusion of additional information, so as to make this volume constitute a ‘who's 


ho in economics.” More definite proposals were to be submitted at the spring meeting 
f the Committee. 


The request of the American Documentation Institute that the Association appoint a 

presentative to that Institute for a term of three years was put on the table pending further 
inquiry. 

Messrs. Roy C. Osgood, C. C. Wells, and the Secretary were reappointed members of 
he Finance Committee for the year 1938. 

It was voted to approve the recommendation of Professor Dewey and Professor Bell that 

he salaries of Miss Rogers and Miss Tait be increased twenty-five dollars a month. 

Adjourned. 


The secretary’s office edited the Proceedings of the Forty-ninth Annual Meet- 
ing and carried on the regular business of the Association. 
In addition to the appointment of the Program Committee reported in the 


minutes, the following appointments were made by the President: 


Nominating Committee 
Ernest L. Bogart, Chairman 
William A. Brown 
Raymond T. Bye 
Henry A. E. Chandler 
I. Leo Sharfman 
Arthur W. Marget 
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» Economic Association 
ons 
hairman 
yn Bell 
Company 


American Academy of Political and Social 


Franklin and Marshall College Sesqui-Centennial 


Anniversary Celebration of Davidson College 


nauguration of William Stuart Nelson as Presi- 
niversity 


Permission f f the addressograph list was granted by the President 
and the Secreta 


| Labor Organization 
Bankers Association 


The changes ( ship list that have taken place during the year 
ending Decembe« re as follows: 


Total members ar December, 1936 3799 


Annual members 2556 
Members re 


Resigne 
Lack of 
Nonpay! 
Died 
Members ad 
Total annual mem! 


Life members in D 
Removed 


Total life membe 
Total honorary me 


Total members in I 


164 
Cot 
M 
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Rey t the |] 
42 
12 
88 ; 
23 «165 
2391 
261 
2652 
4 
44 
1936 17 
2713 


Report of the Secretary 


Subscribers in December, 1936 
Removed in 1937 


Added in 1937 
Total subscribers in December, 1937 


Total members and subscribers in December, 1937 3932 
Net gain 133 
Credit for the increase in our membership is due very largely to those who 
have sent in nominations. I appreciate this help very much and hope it will 
continue. 


It is with regret that I report that notice of the death of the following mem- 


bers was received during the year: 


1936 
Champe S. Andrews 
William F, Beller 
Alfred W. Briggs 
John Cummings 
Charles H. Derr 
George M. Janes 
John P. Mitchell, Jr. 
Malcolm C. Rorty 
Henri See 
Robert Whitten 


1937 
Charles E. Brooks 
G. F. Cadisch 
William R. Gray 
John W, W. Hallock 
William G. Hastings 
Ralph E. Heilman 
Clyde L. King 
Ogden L. Mills (Life Member) 
Homer W. Norton 
Thomas W. Page 
Warren M. Persons 
I. M. Rubinow 
Benjamin M. Squires 
Felix M. Warburg (Life Member) 


Respectfully submitted, 


JAMES WASHINGTON BELL, Secretary 
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As continued s 
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of printing 4,4( 
Printing 
Editorial 
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Supplies 
Contribu 
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is an estimated ir 

The average 1 
of pages for the 
for 1936. 

The pressure 
to publish only 
year the numbe 
manuscripts alre 
two issues; and 
than twice as n 
unworthy of p 


The followins 
Clarence E. Ays 
fessor Edward 

* Discrepancies | 


in fiscal years. 
$300.00 subseq 
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not rejection as t 


MANAGING EDITOR OF THE AMERICAN 


MIC REVIEW FOR THE YEAR ENDING 


DECEMBER, 1937 


by principal items’ were as follows: 


1,541.75 
$13,075.25 


of the budget estimate submitted a year ago; namely, 
| expense is accounted for in part by the increase 
volume, and also the increase in clerical assistance. 
Review has grown considerably during the past two 

larger number of books which are being published 
ind which have to be placed for review and also to 
scripts which are submitted for publication. During 

ks have crossed the desk of the managing editor. 

these items is to be anticipated for the coming year, 
for a somewhat increased appropriation. On the basis 
r issue in 1938, the following budget is submitted: 


$13,500.00? 


37 was $12,800.00; and this, it will be observed, 
700.00 for 1938. 
ypies printed this year was 4,375; and the number 
e was 882, an increase of 44 pages over the volume 


pace is proving to be very embarrassing. We are able 
imber of leading articles during the year; for this 
We have in our portfolio a sufficient number of 
d by the members of the board of editors to fill 
ction it might be noted that we have declined more 
; not mean that all of the articles declined were 
ought to be clearly understood that declination 1s 
wrdinarily used. 
served as editors during the past year: Professors 
\. Copeland, whose terms expire this year; Pro- 
term expires in 1938; Professor Edward H. 


nd the auditor’s figures are accounted for by a difference 


1 by the Executive Committee. 


ze, etc.) 
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Chamberlin, who has resigned at the end of this year; Professors Alzada Com- 
stock and Leonard L. Watkins, whose terms expire in 1939. 
During the year 239 persons have co-operated in writing leading articles, com- 
munications, and reviews. 
The usual tables are appended. 
Respectfully submitted, 
Davis R. Dewey, Managing Editor 


I—Paces Given To Eacu Secrion* 


Periodi- 
Reviews cal Totals 
abstracts 


Leading 
articles 


395 122 
331 
293 
298 


194 


* Figures for 1911-19 may be found in the report for 1930, published in the Supplement, 
March, 1931, p. 284. 


TaBLe IJ]—Expenpirures 


Salary of Payments 


to con- Clerical Supplies Totals 
tributors 


$1,122.75 
64.50 


Printing 


$6,656.31 
5,646.97 
4,795.28 
5,032.59 
5,423.28 
5,713.01 
5,332.24 
5,619.20 
5,321.95 
4,927.62 
5,386.67 
5,399.94 
5,143.23 
4,606.07 
4,670.43 
5,109.53 
5,316.56 
5,917.78 


oru 


$ 307.20 | $11,181.90 
319.97 9,003.94 
314.77 7,980.05 
437.86 8,620.54 
305.32 9,802.86 
406.36 | 10,510.19 
323.43 9,873.53 
297.25 | 10,236.70 
375.37 | 10,344.32 
261.72 | 10,022.59 
347.80 | 11,935.22 
327.60 | 11,982.29 
386.13 | 11,780.36 
380.75 | 11,331.07 
326.12 | 11,301.30 
445.08 | 11,952.11 
345.12 | 12,151.68 
364.72 | 13,075.25 


une a 
RS Bar 
on 


on w 


Ssssssssssssssssss 


wn 


| 
nce. 1920 | 42 15 936 
1921 | 38 11 772 
wo 1922 | 37 13 752 
hed ’ 1923 | 43 14 800 
ste 1924 | 339 110 191 23 113 42 18 836 
; 4 1925 | 325 131 178 27 110 38 23 832 
ng 1926 | 270 137 184 15 108 43 27 784 
: 1927 262 120 195 32 114 42 27 792 
on 1928 335 111 176 12 121 45 28 828 
~ 1929 315 181 173 18 1 52 28 768 
asis | 1930 | 348 154 210 12 0 58 29 811 
ed: fe «1931 | 369 170 197 13 0 40 25 814 
1932 | 351 175 203 12 0 27 24 792 
1933 | 360 178 179 6 34 28 24 809 
: 1934 | 376 120 188 7 48 44 22 805 
1935 341 198 183 7 46 37 21 833 
1936 384 161 185 5 39 31 20 838 
1937 386 = 202 4 35 41 20 882 
iber 3 
ane Year | 
ibe 1000 | | | | | 
ths 1001 | 
of 1922 | 1 
fill 1923 | 1 
1924 | 1,110.25] 1 
1925 1,133.50] 1 
vere 1926 | 1,128.00} 1 
1927 1,013.75 | 1 
1928 | 1,190.50} 1 
1929 | 1,328.75 | 2 | 
sors 1930 | 1,447.75 | 2 
1931 | 1,454.75 | 2 
F 1932 | 1,451.00 | 2 
H 1933 | 1,408.25 | 2 
1934 | 1,384.75 | 2 
1935 | 1,357.50 | 2, 
1936 | 1,450.00 | 2, | 
1937 | 1,541.75 | 2, 


REPORT OF TI! TREASURER OF THE ASSOCIATION FOR THE 
AR ENDING DECEMBER 15, 1937 


During the | year, the total assets of the Association have increased 
from $58,012.2 $61,028.39. The comparative statement in the auditor's re. 
port shows that ipal change in the composition of the assets consisted 
of the investmen excess cash in bank and net income for the period. Total 
receipts during tl from all sources was $25,312.10. Income from dues, 
interest, dividen ontribution of $500.00 from a member account for 
$17,428.61 of t nd income from subscriptions to the Review other 
than from membs f copies, and advertising in the Review account for 


ESTMENT PORTFOLIO 


| Market* 


Stocks 
Total and Bonds Total 
Bonds 
$25,000 $24,661.75 $1,350.00 1,350.00+ 

27,000 26,623.25 1,410.00 1,410.00 

29,000 28,688.45 1,524.70 1,524.70t 

29,000 28,633.45 1,642.77 1,642.77t 

31,000 : 30,569.48 | 1,575.44 1,575.44t 

1930 31,000 32,439.48 |$32,635.40 | 1,695.21 1,695.21 
1931 39,500 39,134.48 | 32,307.44 | 1,886.81 1,886.81 
1932 40,500 i 41,134.48 | 33,239.70 | 2,014.36 2,014.36 
1933 33,500 $ 54.23 | 36,916.71 | 31,522.50 | 1,679.49 |$ 108.57 | 1,789.06 
1934 31,500 i 54.23 | 34,943.71 | 34,714.00 | 1,593.13 218.07 | 1,811.20 
1935 16,000 2 114.50 | 43,394.98 | 50,338.72 | 1,022.96 680.70 | 1,703.66 
1936 17,000 12.57 | 49,972.70 | 62,991.00 801.77 | 1,597.63 | 2,399.40 
1937 20,000 56,560.11 | 52,064.75§| 884.87 | 2,689.62 | 3,474.49 


* As of date of au 

t Estimated incc 

t Certificate of 

§ December 3, 19 

7,883.49. Total f $25,312.10 compare with last year’s figure of 

27,844.77. The however, includes the profit from sale of securities, 
an item which can onsidered a normal source of income. Barring this 
item, receipts for ed those for 1936 by a sum of $3,000.00, despite 
slightly heavier } sts ($352.87), and a $500.00 contribution by the 
Association to the | ; bibliography. Larger income is due chiefly to the 
following increas s, $368.11, from interest and dividends, $1,341.16, 
from subscriptions, § 3, and from advertising in the Review, $599.35. 

Publication ex f $15,206.50 show a slight increase over $14,853.63 
and this may be | for by the increased size and number of copies pub- 
lished of the Rez No handbook has been issued this year. 

In the light of t market developments, our investment portfolio has 
shown very reas lity. The return on our investment, amounting to 
6.3 per cent on larger than we can reasonably expect as a regular 
yield. To make this lear, the Finance Committee has separated the extra 
from the regular dividends received on its holdings of stock. The investment 


= 
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policy of the Committee is briefly stated in its report. The table submitted last 
year showing the status of our investment holdings and the income derived 
therefrom is again presented, including this year’s results. The total income 
from the first two years of the period represents estimates and the figures from 
1927-29, inclusive, include small amounts of income from certificates of deposit. 

A change has occurred in the personnel of the Finance Committee—the 
resignation of Mr. C. H. Crennan and the appointment of Mr. Roy C. Osgood. 
It is a matter of personal regret to his associates that Mr. Crennan’s long, faithful, 
and effective service should have to be terminated, but we welcome the cordial 
association and wise judgment of our new incumbent. 

Respectfully submitted, 
JAMES WASHINGTON BELL, Treasurer 
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OF THE FINANCE COMMITTEE 


During the ps » substantial changes have been made in our investment 
portfolio ; 5 id, and no shifts in securities were effected. Two 
purchases con 

Par Value Cost 

Gulf States Ste« %, due 1961 $3,000.00 $2,900.78 
Shares Cost 

Internati %, preferred 25 $3,686.63 


The r 3, 1937, is as follows: 


Value 
Market or Last Sale 
12/12/36 12/3/37 
Alabama n t 
and Ref 5 1956 $ 1,042.50 $ 1,027.50 $ 920.00 
hicago th 
eastern R 1960 972.83 878.75 785.00 
Crown W t m 


1951 1,005.75 1,056.25 1,032.50 


1975 932.50 876.25 465.00 
2,000 

1944 1,920.40 2,015.00 1,700.00 
2,000 


1950 1,855.45 2,065.00 1,795.00 
1961 2,900.78 2,505.00 


1956 1,895.40 1,960.00 1,430.00 
Pennsylva ny, 
Deb. .. {1/, 97 945.00 1,065.00 875.00 
Southern Missouri 
Bridge (¢ : 822.00 940.00 850.00 
Southern Com 
pany . {1/, 927.50 950.00 617.50 
) Southern | E3 2,070.40 2,235.00 1,835.00 
West Tex ny, 
Ist A 1,870.40 1,950.00 1,735.00 


$19,160.91 $17,018.75 $16,545.00 


1937 
Value Dividends ad Share 
a 


Market or Last Sale Paid or Payable 
12/12/36 12/3/37 Regular Extra 


1,687.50 $ 981.25 $2.80 $1.00 
3,750.00 1,950.00 
,150.00 4,387.50 


,418.75 1,781.25 
934.00 1,926.00 


3,450.00 


825.00 


5 
< 
bonds 
Par l 
Value 
$1,0 
1.000 of 
l Erie Rai ve 
of 
re 
2 ) INeéVa CC 
b 
al 
+} 
SI] 
s] 
25 Chesapeal 
Rail ad ( $ ( 
50 G 
if 
50 G M | 
Cor 3 3.75 
72 G ( 2 2.00 60 
| 
Co., 7% Pf | 7.00 
Kroger G 
Baking 1,143.75 1.60 
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25 Liggett and Myers To- 
bacco Co., Com. “B” .. 2,018.13 2,656.25 2,250.00 
50 Link Belt Co., Com. .. 2,524.15 2,725.00 1,800.00 
) Mesta Machine 


3,200.00 2,050.00 


5,050.00 3,475.00 
Procter and Gamble Co., 


Com. 2,725.00 2,375.00 
Standard Brands, Inc., 


Com. : 787.50 431.25 
0 Standard Oil 


California, Com. ..... ; 2,043.75 1,550.00 
Union Carbide and Car- 


Wayne Pump Co., 


3,500.00 2,700.00 
$37,399.20 $45,952.75 $35,519.75 


The value of our present holdings at the lower figure of market or cost, as 
of December 3, was $46,264.85, compared to $48,764.00 as of the corresponding 
date of last year. The liquidating value of $52,064.75, which includes the in- 
vestments made this year, is lower than the corresponding figure of $62,991.00 
of last year and reflects the precipitant recession of the general market this past 
fall. However, our holdings have not declined as much as the market averages. 

The income from investments for the year 1937 amounted to $844.87 from 
bonds and $2,689.62 from stocks, a total of $3,534.49. This represents an average 
return of 4.6 per cent on bonds and 7.1 per cent on stocks, or a return of 6.3 per 
cent on the total cost of the securities. 

The investment principles governing the administration of this fund have 
been, first, to conserve capital ; second, to obtain a reasonable stability of income ; 
and, third, to achieve as high a yield as is compatible with the risks which we 
can reasonably assume. 

The composition of the fund is approximately two-thirds in stocks and one- 
third in bonds. The Committee has seen no convincing market reasons for 
shifting out of stocks and into bonds, though it is agreed that the proportion 
should not become more heavily weighted in stocks. From January until June, 
no investments were made because it was felt that no additions should be made 
to stocks and no appropriate bonds seemed available. After holding cash for 
several months, two rather conservative commitments were made. 

Dividends have been separated to show regular and extra payments. We be- 
lieve that our income from this source this year has been abnormal and that in 
coming years these payments will necessarily decline. If the Undistributed 
Profits Tax Law should be repealed, many companies will start plowing back 
a larger part of their earnings, and even if the same earnings are continued, 
they will be less free to make dividend distributions if they feel that surplus 
is less than it should be. 

Respectfully submitted, 
Roy C. Oscoop, Chairman 
CHARLES C. WELLS 
JAMES WASHINGTON BELL 
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REPORT OF THE AUDITOR 
December 21, 1937 
Executive Com? 
American Econ 
Evanston, Illino: 
GENTLEMEN: 
As requested w 


Association for t 
herewith our re f 


ted the books and records of American Economic 
ember 13, 1936, to December 15, 1937, and submit 
lowing statements: 


Number 
Balance she December 15, 1937 I 
Statement expenses for period December 13, 
1936, te ber 15, 1937 II 


from Operations 


Net income f 1 December 15, 1937, was $3,085.30 as com- 
pared to $6,98 preceding period. The preceding period, how- 
ever, included pz f $5,510.47 from the sale of investments. Excluding 
this item from 1e, the comparative results for the two periods 
will be $3,085 i70.33, respectively. Dividends from corporate 
stocks and inco! rtising space in the Review were greater in 1937 
than in the prev \ summary of operations for the two periods fol- 
LOWS: 


Year ended Increase 


Income from— 
Dues 
Interest and 
Profit from 


Contribution f 


Other sources 
Total in 


Expenses and costs 
Administrativ 


Contribution f 


Associati 
Member 
Publication ¢ 
Publication if 
Total ex 


Net inc 


Income from 


preceding perio. 
number of mem! 


estments 


December 
12, 1936 


$13,010.25 
2,404.86 
5,510.47 


4.07 


December 
15, 1937 


$13,378.36 
3,546.02 
500.00 
4.23 


or 
decrease 


$ 368.11 
1,141.16 
5,510.47 

500.00 
16 


$20,929.65 


$17,428.61 


$ 3,501.04 


ing expenses $ 6,010.34 


14,853.63 
6,915.12 


$ 6,020.30 


500.00 
500.00 
15,206.50 
7,883.49 


$13,948.85 


$14,343.31 


$ 3,085.30 


$ 6,980.80 


9.96 


500.00 
500.00 
352.87 
968.37 


$ 394.46 


$ 3,895.50 


ym. subscriptions again showed an increase over the 


bscribers for the two years follows: 


creases were $368.11 and $315.13, respectively. The 


— 
= 


Classification 


Members— 
Annual 
Life 
Honorary 

Subscribers 


Total 


Report of the Auditor 


2,556 


1,178 


December 


1936 1937 


48 
17 


2,652 


44 
17 


1,219 


3,799 


3,932 


A comparison of publication income and expenses for the years 1936 and 
1937, together with budgetary estimates of expenses based on 4,300 copies, fol- 


lows: 


Particulars 
Expenses— 

Printing of— 

Review 

Proceedings 

Handbook 
Editor's honorarium 
Paid to contributors 
Editorial clerical salaries 
Other costs and expenses 


Total expenses 


Less—Income— 


Subscriptions, other than members 


Sales of copies 
Advertising 


Total income 


Net publication expense 


* None issued. 


1936 


$ 5,470.77 
2,037.90 
454.36 
2,500.00 
1,450.00 
2,540.00 
400.60 


Year 


1937 


$ 6,008.12 
1,922.03 
* 
2,500.00 
1,541.75 
2,751.00 
483.60 


Budgetary 
estimates 
(1937) 


$ 5,400.00 


2,500.00 
1,500.00 
2,550.00 

350.00 


$14,853.63 


$15,206.50 


$ 5,510.93 
642.13 
762.06 


$ 5,826.06 
696.02 
1,361.41 


$ 6,915.12 


$ 7,883.49 


$ 7,938.51 


$ 7,323.01 


$12,300.00 


The March issue of the Review consisted of 4,300 copies and the issues of the 
remaining quarters consisted each of 4,400 copies. The four issues contained 
a total of 940 pages, including a 16-page index in the December issue. Forty- 
three hundred copies of the Proceedings were printed, consisting of 344 pages. 


Com parative Financial Statements 


A summary of assets and liabilities of the Association at December 12, 1936, 
and December 15, 1937, showing increases and decreases between the two dates 


follows: 


Assets 
Cash in bank 
Investments, at cost, in— 
Bonds 
Stocks 
Receivables, net 
Inventories, at cost 
Furniture, fixtures, etc., at cost 
Reserve for depreciation 


Total assets 


December 
12, 1936 


$ 5,087.97 


16,260.13 
33,712.57 
685.37 
1,986.84 
1,323.14 
1,043.73 


December 
15, 1937 


$ 1,497.98 


19,160.91 
37,399.20 
980.76 
1,747.54 
1,394.43 
1,152.43 


Increase 
or 
decrease 


$ 3,589.99 


2,900.78 
3,686.63 
295.39 
239.30 
71.29 
108.70 


$58,012.29 


$61,028.39 


$ 3,016.10 


173 
| 
| | 
nic 
er 
| 
OW- 
ing 
ods 
rate 
937 
= 
B.11 
1.16 
0.47 
0.00 
16 
1.04 
0.00 
0.00 
2.87 
4.46 
5.50 
— 
the 
The 
| 


omic Association 


Lia 


Accounts payable $ 145.09 $ 108.75 
Unearned income 2,734.11 2,805.49 
Membership exter 3,661.08 3,546.84 
Proposed permaner 25.00 35.00 
Life memberships 4,225.00 3,900.00 
Surplus— 
Balance, Decemt 47, : 47,222.01 
Net income f December 15, 
1937 - 3,085.30 3,085.30 
Transfer from - 325.00 325.00 


Total lia 8,012.2 $61,028.3 $ 3,016.10 


Additions to i nt consisted of $3,000.00 par value Gulf Steel 
Company first mort t ent bonds, maturing in 1961, and 25 shares 
International Ha Company 7 per cent cumulative preferred stock, at 
a cost of $2,900 56.63, respectively. 

All stocks anc by the Association were held in safekeeping by 
State Bank and 7 y, Evanston, Illinois, and so certified to us under 
date of Decemt Interest from bonds was correctly accounted for 
and dividends re mn agreement with published reports of corpora- 
tion disbursemet 

Cash in bank v with certificate received from above men- 
tioned depository 

Surety bonds i of audit were as follows: 


Amourt 

Name n of policy 

James Washington Bel reasurer $75,000.00 
Gertrude I. Tait nt Secretary 


We acknowled preciation the co-operation extended us by the As- 
sociation’s person period of examination. 
Very truly yours, 
FRANK E. KOHLER & Company 
Certified Public Accountants 
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EXHIBIT I 


AMERICAN ECONOMIC ASSOCIATION 
BALANCE SHEET 


DECEMBER 15, 1937 


Assets 
CURRENT ASSETS AND INVESTMENTS: 
Cash in State Bank and Trust Company, 
Evanston, Illinois 
Investments, at cost— 
Bonds, par value $20,000.00 
Corporate stocks 


$19,160.91 
37,399.20 


Receivables— 
Interest accrued on bonds 
Membership dues 
Review advertising 
Publication sales 
Sundry 


258.74 
252.50 
486.36 
70.58 
43.83 


Total receivables 


$ 1,112.01 
Less—Reserve for doubtful accounts 


131.25 


Inventories, at cost— 
Economic Essays 
Paper and cover stock 
Stamped envelopes 


$ 1,197.60 
387.50 
162.44 


$ 1,497.98 


56,560.11 


1,747.54 


FURNITURE, FIXTURES AND BOUND PERIODICALS, at cost 
Less—Reserve for depreciation 


Total assets 


Liabilities and Net Worth 
ACCOUNTS PAYABLE 
UNEARNED INCOME: 


Membership dues 
Subscriptions 


MEMBERSHIP EXTENSION FUND 
FUND FOR PROPOSED PERMANENT SECRETARIAT 
Net WorTH: 
Life memberships 
Surplus unappropriated— 
Balance, December 12, 1936 
Net income for year ended 
December 15, 1937 (Exhibit II) 
Transfers from life memberships 


$47,222.01 


3,085.30 
325.00 


$ 1,394.43 
1,152.43 


$60,786.39 


242.00 


$ 405.79 


2,399.70 


$ 3,900.00 


50,632.31 


$61,028.39 


$ 108.75 


2,805.49 


3,546.84 
35.00 


54,532.31 


Total liabilities and net worth 


$61,028.39 
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XHIBIT Il 
ASSOCIATION 


NSES FOR PERIOD DECEMBER 13, 1936, 
15, 1937 


Amount 


$13,093.36 
285.00 $13,378.36 


$ 884.87 
45.95 
2,689.62 


$ 3,546.02 
4.23 


500.00 4,050.25 


$17,428.61 


$ 1,000.00 
2,812.50 
375.04 
184.00 
60.04 
266.60 
106.63 
108.70 
581.42 
341.71 
41.54 
65.00 
zraphy, 


,000.00 
50.00 
27.12 $ 7,020.30 


6,008.12 
,922.03 
,500.00 
,541.75 
5751.00 
364.72 
36.78 
82.10 


,206.50 


14,343.31 


$ 3,085.30 


Par 
INC OME |! 
Dues 
Regular 
Sul rif rs 
Other sources 
Income f 
Inter 
B 
Sa 
Div ks 
$ 3,620.44 
Less 74.42 
Royalties 
Contrib rd 
H. | 
EXPENSES 
Admiunistrati penses 
secretary 
Otnce 
Postage 
Leleph 
Insurance 
Exchang 
Deprecia 
Annual 
Executiv 
Utner 
Contrib 
includi frot 
nemp 1 
Auditing 
Miscellane 
Publicati n ex 
Printing 
Ret $ 
Prog 
Editor’s 
Paid t 
Editorial 
Faditoria 
Sunary f 
Editor's 
Less—P 
826.06 
Sales ) )2 
A 1.41 7,883.49 7,323.01 
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REPORT OF THE COMMITTEE ON REPRINTS 


This Committee was appointed in 1936 to consider the reprinting of the more 
useful and permanently valuable articles appearing in American journals of eco- 
nomics. It was requested to determine the names of articles to be printed, the 
probable demand, and probable cost. 

By questionnaire, correspondence, and interview, the chairman has undertaken 
to determine which articles are desired and the probable demand for them. This 
survey has led to the following conclusions: 

1. There are a great number of articles published in the American Economic 
Review, Journal of Political Economy, and Quarterly Journal of Economics (and 
in foreign journals) which are desired in reprinted form. Over two hundred 
articles have been suggested by one or more persons. 

2. The probable demand for most of these articles if reprinted, however, is 
small. For most of them the estimated sales at prices of twenty-five to fifty 
cents each would be less than fifty or seventy-five copies a year for a short period 
of years. 

3. Up-to-date articles dealing with matters of current interest such as labor, 
wages, tariffs, international trade, social security, and the like would occasionally 
be used in considerable numbers for class purposes if available at nominal prices. 
But this demand may be expected to be highly variable, uncertain, and in most 
cases short-lived. 

4. The most frequently recommended and desired articles are those dealing 
with cost and price analysis. In the addendum to this report is a list of the articles 
most frequently recommended and for which a demand of possibly seventy-five 
to one hundred copies per year might be expected if published separately and 
sold fora price of less than fifty cents each. It is doubtful, however, if a sufficient 
number of these could be sold over a period of years to defray the cost of pub- 
lication and distribution. 

5. The publication of a volume of reprinted articles dealing with cost and 
price analysis, while desired by a small number of persons in the profession, 
would not satisfactorily meet the need of students and instructors interested 
in obtaining only certain articles at low cost. It is improbable that the publica- 
tion of such a volume could be undertaken without a subsidy. 

In conclusion, it does not appear that at present there is a sufficient demand 
for reprinted articles from the American economic journals to justify their pub- 
lication and sale at prices dictated by the costs involved. 

It is recommended, therefore, that the proposal be filed for future considera- 
tion in the event some means of cheaply reproducing them in small numbers 
or a subsidy for the venture is found. 

RoBERT D. CALKINS, Chairman 
A. E. MONROE 
JacoB VINER 
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RESULTS ‘| NAIRE REGARDING THE DEMAND FOR 
ED JOURNAL ARTICLES 


(Sent t fessors of Economics; replies from 43) 


\merican journal Foreign journal All journal 
articles articles articles 
Number of articl 185 37 222 
Number reco 162 33 195 
Number reco ( 12 2 14 
Number recor 
or more 11 13 


Viner, J., “Cost ¢ pply Curves,” Zeitschrift fiir Nationalékonomie, 
III (Reprinte 

Robertson, D. H G. F.; and Sraffa, P., “Increasing Returns and the 
Representativ Symposium,”’ Economic Journal, XI, 80. 

Bullock, C. J., ‘7 f Productive Forces,” Quarterly Journal of 
Economics, X Reprinted) . 

Bye, R. T., “The } Fundamental Elements of Costs,” Quarterly Jour- 
nal of Econo ) 

Ferger, W. F., “7 atic and the Dynamic in Statistical Demand Curves,” 
Quarterly Journ mics, XLVII, 36. 

Schultz, H., “Marg ivity and the Pricing Process,” Journal of Politi- 
cal Economy, XXXVII, 505-51. 

Silberling, N. J., “G1 stration of the Laws of Price,” American Economic 
Review, XIV 

Taussig, F. W., “A ¢ tion to the Theory of Railway Rates,” Quarterly 
Journal of Ex 138 

Taussig, F. W., “Is M Determinate?” Quarterly Journal of Economics, 
XXXV, 394 

Taussig, F. W., “‘] Seen by a Price Fixer,” Quarterly Journal of 
Economics, XX> 

Working, E. J., Statistical Demand’ Curves Show?” Quarterly 
Journal of Ex XLI, 212 

Working, H., “TI | Determination of Demand Curves,” Quarterly 
Journal of XXXTX, 503. 

Viner, J., “The Utility pt in Value Theory and Its Critics,” Journal of 
Political Econor XX XIII, 369-87, 638-59. 


‘ 
Articles recomme 
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ANNUAL REPORT OF THE SOCIAL SCIENCE 
RESEARCH COUNCIL, 1936-37 


The Council, after a thorough review of past and current activities, reas- 
serted its primary function to be that of a general staff planning and guiding 
the advance of science in attack on the problems of society. It further recog- 
nized that in addition to participation in the execution of measures directly 
arising out of this primary function, the Council on occasion may usefully en- 
gage in other less immediately connected activities. 

Planning aimed not alone at extension of knowledge but also at improvement 
in the ways of working toward the attainment of knowledge was continued by 
the so-called nuclear committees. These enterprises, directed specifically at the 
articulation of new research with existing knowledge, engaged in the effort 
to develop experimentally the possibility of greater continuity and coherence in 
research and thereby in resulting knowledge. Such undertakings were conducted 
within the broad area of personality and culture in the fields of acculturation, 
of competitive co-operative habits, of cultural hybrids, and of delinquency, and in 
the area of population. 

The work of the committee on competitive co-operative habits was com- 
pleted. Its report was printed with a supplementary memorandum in mimeo- 
graphed form. The memorandum contains reports by a number of assistants cov- 
ering research literature on co-operation and competition, with suggestions of 
research problems arising out of the literature; and includes an interpretative 
summary by the committee. The bulletin attempts to present an orienting theory 
of co-operation and competition, to organize existing knowledge that is relevant, 
and to suggest promising research problems. 

Efforts were directed to development of other experimental lines of improve- 
ment of scientific procedure. A new committee was charged with the special task 
of conducting appraisals of completed research. 

Through collaboration of a number of investigators a committee made an ex- 
amination of what research had been undertaken, what materials gathered, and 
what research and materials are needed on social effects of the economic depres- 
sion of 1929. The committee concluded its undertaking with publication of 
thirteen memoranda on research in religion, education, family, consumption, 
recreation, reading, crime, minorities, migration, rural life, health, relief, and 
social work as affected by the depression. 

Other research planning reached some stage of development during the 
year in the fields of agricultural marketing, forestry economics, international re- 
lations, banking and credit in relation to economic stability, social security, eco- 
nomic stability in relation to social security, and in public administration. 

In relation to the development of research personnel the Council during the 
year: maintained 8 predoctoral fellows in the first year of graduate study, in the 
amount of $11,361, and made 7 new appointments for 1937-38; maintained 
7 predoctoral fellows in the second year of graduate study, all of whom 
had held Council fellowships during the first year of graduate work, in the 
amount of $10,411, and made 7 appointments for 1937-38 of holders of 
first-year fellowships in 1936-37; maintained 10 fellows for predoctoral field 
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$20,925, made 19 new appointments for 1937-38, 
1938-39; maintained 13 postdoctoral fellows, in 

made 2 renewals and 11 new appointments for 1937. 
for 1938-39; has followed the careers of candi. 
fellowship tests, in continuation of the report 

tion of graduate students with a further report 

luate training courses were continued in agricultural eco- 
h course enrollments numbering 47. These courses, 


American University and at the Brookings Institution, came 


six and a half years of operation. During that period 
tions in advanced courses designed for improvement 
branches of public service expanding beyond the 
n. American University will in the future offer as 
lum substantially similar courses. 
to do with the materials of research, the Council 
operation of the committee on government statistics 
pointed jointly with the American Statistical As- 
rgency task of discovering where the forced budget 
ibsorbed with least loss of value, this committee 
stical work of various units of government and 
ictively the organization, personnel, work, loca- 
services. The Council also published a report 
ed jointly by the American Farm Economic Association 
Council on agriculture, covering an examination of 
of agriculture with a view to a better understand- 
racter and limitations of the published data and 
ng ways by which their values may be enhanced; 
ymmittee on materials of research appointed jointly 
f Learned Societies, publication of a second edition 
nd further study of methods of reproduction and 


rch, committees and staffs in the fields of social 
ration maintained active contact with government 
vencies, and research workers, acting as a channel 
them, planning, and in some cases executing te- 

n publications on the labor supply and regional labor 
pension plans as affected by legislative acts and pro- 
blems in relation to unemployment insurance in West 
of unemployment compensation in Wisconsin and 
|ministration of old age assistance in New York, 


ing as a part of the broader study of banking and 
stability was continued and a first bulletin pub- 
1u of Economic Research on national income and 


rrants-in-aid on a nationwide basis to scholars 
sist in the completion of research of special sig: 
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nifiance, in the amount of $23,260; made 43 new grants to be enjoyed in 1937- 
38; and provided for awards for 1938-39. 

The Council also awarded 7 grants-in-aid for 1937-38 under geographical 
limitations to members of southern faculties; and provided for awards for 1938- 
39. 

A comprehensive review was made of the Council’s grant-in-aid program. 

During the year the Council met in full session for four days, in September 
and April. 

the Claes Corporation of New York, the General Education Board, the 
Rockefeller Foundation, the Julius Rosenwald Fund, and the Russell Sage 
Foundation have generously supported the operations of the Council. New grants 
made to the Council 1936-37 totaled $515,250, of which $225,000 was for 
fellowships, $25,000 for national grants-in-aid, $78,750 for general administra- 
tion, $105,000 for work in the field of social security, and $81,500 for work in 
the field of public administration. 

SUMNER H. SLICHTER 
E. G. 
F. H. KNIGHT 
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PUBLICATIONS 


OF THE 


AMERICAN ECONOMIC ASSOCIATION 


5 
6 
1938 
4 
FIRST SERIES 
Numbers starred with the sets; the supply of those double starred is 
exhausted. For inf Secretary. 
¢ 
Volume I, 1886 

Price in paper 
1. Report of Org American Economic Association. Pp. 46. $ .50 ; 
2-3. **Relation of Municipality to the Gas Supply. By E. J. James. ; 
Pp. 66. 75 

4. Co-operation in y. By Albert Shaw. Pp. 106. of 

5. ** Co-operation By E. W. Bemis. Pp. 136. P 

6. ** Relation of t istrial Action. By H. C. Adams. Pp. 85. 75 


Volume II, 1887 


1. Three Phases n the West. By Amos G. Warner. Pp. 119. 75 
2. Historical Sket« Fin s of Pennsylvania. By T. K. Worthington. Pp. 
106. 75 
3. The Railway Quest y Edmund J. James. Pp. 68. 75 
4. Early History of Woolen Industry. By W. J. Ashley. Pp. 85. 75 
5. ** Medieval G 1. By E. R. A. Seligman. Pp. 113. 75 
6. Relation of M \ palities to Quasi-Public Works. By H. C. Adams 
and others. | 75 


lume III, 1888 


1. Statistics in Co D. Wright; Sociology and Political Economy, F. H. 
Giddings; 1 [ender Decisions, by E. J. James. Pp. 80. 75 
2. Capital and Its s. By John B. Clark. Pp. 69. 15 
3. The Manual Lal by F. A. Walker; Mine Labor in the Hocking Valley, 
by E. W. I t of the Second Annual Meeting. Pp. 86. 
4-5. ** Statistics and | By Richmond Mayo-Smith. Pp. 127. 1.00 


6. The Stability of n N. Patten. Pp. 64. 75 
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Volume IV, 1889 
Contributions to the Wages Question: The Theory of Wages, by Stuart Wood; 


Possibility of a Scientific Law of Wages, by J. B. Clark. Pp. 69. $.75 
Socialism in England. By Sidney Webb. Pp. 73. .75 
Road Legislation for the American State. By J. W. Jenks. Pp. 83. .75 
Third Annual Meeting: Report of the Proceedings. Pp. 123. .75 
** Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R. 

Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69. a 
An Honest Dollar. By E. Benjamin Andrews. Pp. 50. 50 

Volume V, 1890 
The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122. 1.00 
Two Essays on Child-Labor. By W. F. Willoughby and Clare de Graffenried. 
Pp. 150. 75 
-4, Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85. 1.00 
History of the New York Property Tax. By J. C. Schwab. Pp. 108. 1.00 
Educational Value of Political Economy. By S. N. Patten. Pp. 36. Be 
Volume VI, 1891 
-2. Fourth Annual Meeting: og Papers, Discussions. 1.00 
3, Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. 75 
{.5. Municipal Ownership of Gas in the U.S. By E. W. Bemis. Pp. 185. 1.00 
_ State Railroad Commissions. By F. C. Clark. Pp. 110. 75 


Volume VII, 1892 


_ ** The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 75 
3, ** Shifting and Incident of Taxation. By E. R. A. Seligman. Pp. 424. (Re- 
vised. ) 2.00 
4-5. Sinking Funds. By Edward A. Ross. Pp. 106. 1.00 
The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. ee 
Volume VIII, 1893 
. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 75 
-3, Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 1.00 
4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 1.00 
. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 1.00 
Volume IX, 1894 
Sixth Annual Meeting: Handbook and Report. Pp. 73. 50 
-2. ** Progressive Taxation in Theory and Practice. By Edwin R. A. Seligman. 
Pp. 222. (See 1908, No. 4.) 1.00 
** The Theory of Transportation. By C. H. Cooley. Pp. 148. ip 
Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 75 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey. A. T. 
Hadley, and J. G. Brooks. Pp. 94. 75 
Volume X, 1895 
Seventh Annual Meeting: Handbook and Report. Pp. 138. 50 
3. ** The Canadian Banking System, 1817-1890. By R. M. Breckenridge. Pp. 478. 1.50 
. Poor Laws of Massachusetts and New York. By John Cummings. Pp. 136. .75 
-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. Pp. 
204. (In cloth, only.) 1.75 


Volume XI, 1896 


1-3. ** Race Traits and Tendencies of the American Negro. By F. L. Hoffman. 

Pp. 330. 1.25 
Appreciation and Interest. By Irving Fisher. Pp. 110. .75 
* General Index to Volumes I-XI. (1886-1896. ) 25 


is 
er 
50 
75 
75 
75 
75 
75 
75 
| 
75 : | 
| 
75 
75 
75 
00 
75 
| 


184 rican Economic Association 
CONOMIC STUDIES 
$2.50 per volume) 


Volume I, 1896 


Eighth Ann M Handbook and Report. Pp. 178. $ 
1. The Theory Progress, by J. B. Clark; The Relation of Changes in 
the Vol ncy to Prosperity, by F. A. Walker. Pp. 46. 50 
2. The Adjustn Efficiency. Three Papers: Gain Sharing, by H. R. 
Towne Plan, by F. A. Halsey; A Piece-Rate System, by F. W. 
Taylor. Py 50 
** The Popu ( 3y Frank L. McVey. Pp. 81. 50 
4. The Present } By W. Lexis; translated by John Cummings. 1 
Pp. 72 50 
5-6. The Street I n Cleveland. By W. R. Hopkins. Pp. 94. 75 


Volume II, 1897 


Ninth Annua ibook and Report. Pp. 162. 50 
1. Economics an By Henry C. Adams. Pp. 48. 50 
2. The Saloon Q go. By John E. George. Pp. 62. 50 
3. The General |! in California. By C. C. Plehn. Pp. 88. 50 

{. Area and Po; | States at the Eleventh Census. By W. F. Will- 
cox. Pp 

5. A Discussios he Currencies of the British Plantations in America, 
etc. By iss. Edited by C. J. Bullock. Pp. 228. 50 

6. Density and I Population in the United States at the Eleventh Census. 
By W 50 


Volume III, 1898 


Tenth Annu book and Report. Pp. 136. 50 
1. Government | By William H. Dunbar. Pp. 44. 50 
2. Economic Ast Receiverships. By H. H. Swain. Pp. 118. 50 | 
3. The Ohio Tax 1 Law. By T. N. Carver. Pp. 50. 50 | 
4. The American | f Labor. By Morton A. Aldrich. Pp. 54. 50 
5. Housing of tl People in Yonkers. By E. L. Bogart, Pp. 82. 50 
6. The State Pu Railways in Switzerland. By Horace Michelie; translated 
by Joh gs. Pp. 72 50 
Volume IV, 1899 
Eleventh Ans Handbook and Report. Pp. 126. 50 
I. Economic By A. T. Hadley. I. Report on Currency Reform. 
III. Report « fth Census. Pp. 70. 50 
2. Personal Con Charles H. Cooley. Pp. 104. 50 
3. Economics as a § y. By F. R. Clow. Pp. 72. 50 
4-5. The Englis! Tax. By J. A. Hill. Pp. 162. 1.00 
6. Effects of Rec n Monetary Standards upon the Distribution of Wealth. 
By F. S 50 
NEW SERIES 
1. ** The Cott By M. B. Hammond. Pp. 382. 1.50 
2. Scope and M Twelfth Census. Critical discussion by over twenty sta- 
tistical ex ; 2.00 
THIRD SERIES 
Note—During {ssociation issued its publication in two series, Viz., the 
bimonthly Econon 1 the “New Series” of larger monographs printed at irregy- 
lar intervals. In 1 rted to the policy of issuing its monographs, now called the 
“Third Series” of ns at quarterly intervals. 


Price per volur 


= 


50 


1.00 


~m 


nm 


Publications of the American Economic Association 185 


Volume I, 1900 


Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 
Trusts; Railroad Problems; Public Finance; Consumers’ League; Twelfth 


Census. Pp. 186. $1.00 
The End of Villeinage in England. By T. W. Page. Pp. 99. 1.00 
Essays in Colonial Finance. By Members of the Association. Pp. 303. 1.50 
Currency and Banking in the Province of Massachusetts Bay. By A. McF. Davis. 

Part I: Currency. Pp. 464 + 91 photogravure plates. 1.75 


Volume II, 1901 


** Thirteenth Annual Meeting: Papers on Competition; Commercial Education; 
Economic Theory; Taxation of Quasi-public Corporations; Municipal Ac- 


counts. Pp. 300. 1.25 
Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 341 + 18 

photogravure plates. 1.75 
** Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 132. 1.00 
Administration of City Finances in the U.S. By F. R. Clow. Pp. 144. 1.00 


Volume III, 1902 


Fourteenth Annual Meeting: Papers on International Trade; Industrial Policy; 
Public Finance; Protective Tariff; Negro Problem; Arbitration of Labor 
Disputes in Coal Mining Industry; Porto Rican Finance; Economic History. 


Pp. 400. 1.50 
** The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 1.25 
Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 1.25 
** Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. Br pe 


Volume IV, 1903 


Fifteenth Annual Meeting: Papers and Discussions on Economic and Social Prog- 

ress; Trade Unions and the Open Shop; Railway Regulation; Theory of 

Wages; Theory of Rent; Oriental Currency Problem. Pp. 298. 1.25 
Ethnic Factors in the Population of Boston. By F. A. Bushee. Pp. 171. 1.00 
History of Contract Labor in the Hawaiian Islands. By Katharine Coman. Pp. 74. .75 
** The Income Tax in the Commonwealth of the United States. By Delos O. Kins- 

man. Pp. 134. 1.00 


Volume V, 1904 


Sixteenth Annual Meeting. Papers and Proceedings published in two parts. 
Part I—Papers and Discussions on Southern Agricultural and Industrial Problems ; 
Social Aspects of Economic Law; Relations between Rent and Interest. 
Pp. 240. 1.00 
Part II—Papers and Discussions on The Management of the Surplus Reserve; 
Theory of Loan Credit in Relation to Corporation Economics; State Taxation 
of Interstate Commerce: Trusts; Theory of Social Causation. Pp. 203. 1.00 
Monopolistic Combinations in the German Coal Industry. By Francis Walker. ae 
Pp. 340. 
+ The iafhennee of Farm Machinery on Production and Labor. By Hadley Win- 
field Quaintance. Pp. 110. .75 


Volume VI, 1905 


Seventeenth Annual Meeting. Papers and Proceedings published in two parts. 
Part I—Papers and Discussions on the Doctrine of Free Trade; Theory of Prices; 
Theory of Money; Open Shop or Closed Shop. Pp. 226. ; _. 1.00 
Part II—Papers and Discussions on Government Interference with Industrial 
Combinations ; Regulation of Railway Rates; Taxation of Railways ; Preferen- 
tial Tariffs and Reciprocity; Inclosure Movement; Economic History of 
the United States. Pp. 270. 1.00 
** The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 
Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 
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Volume VII, 1906 


1. Eighteenth An Meeti Papers and Discussions on The Love of Wealth and 
the Pub! e; Theory of Distribution; Government Regulation of Rail- 
way Rat M Ownership; Labor Disputes; The Economic Future of 
the Negro. | $1.00 
2. Railroad Rate ' H. S. Smalley. Pp. 147. 1.00 
3. On Collective |! 1 the Scientific Value of Statistical Data. By E. G. F. 
Gryzanovs! 75 
Handbook of tion, 1906. Pp. 48. 25 
4. The Taxation of Receipts of Railways in Wisconsin. By G. E. Snider. 
Pp. 138 1.00 
Volume VIII, 1907 
1. Nineteenth A M 1g: Papers and Discussions on Modern Standards of 
Business | 1s Determined by Arbitration; Commercial Edu- 
cation: M king: Western Civilization and Birth Rate; Economic 
History Regulation of Insurance; Trusts and Tariff; Child 
Labor. P 1.00 
2. Historical Sket »s and Financial Policy of Massachusetts from 1780 
to 1905. Ff Di k. Pp. 144 1.00 
Handbook of t 1, 1907. Pp. 50. 25 
3. The Labor Leg Connecticut. By Alba M. Edwards. Pp. 322. 1.00 
4. The Growth of By G. P. Watkins. Pp. 170. 1,00 
Volume IX, 1908 
Handbook of the A 1908. Pp. 49. 25 
1. Twentieth Ants } Papers and Discussions on Principles of Government 
Control of Are Savings Income; Agricultural Economics; Money 
and Banking; A nts in Political Economy; Labor Legislation; Relation 
of the Fe to the Money Market; Public Service Commissions. 
Pp. 311. 1.25 
2. Chicago Tracti Heilman. Pp. 131. 1.00 
3. Factory Legis! le Island. By J. K. Towles. Pp. 119. 1.00 
4, ** Progressive Theory and Practice. Revised Edition. By E. R. A. 
Seligman. P 1.25 
Volume X, 1909 
1. Twenty-first Ar M Papers and Discussions on The Making of Economic 
Literature Bargaining; Round Table on Accounting; Labor Legis- 
lation; | Liability; Canadian Industrial-Disputes Act; Modern In- 
dustry and I Lif Acricultural Economics; Transportation; Revision 
of the Tarif | Bank; The National Monetary Commission; Cap- 
italization of rv Corporations in Massachusetts. Pp. 432. 1.50 
53 Handbook of tl f 1909 Pp. 59. 2 
3. ** The Printes E. Barnett. Pp. 379. = 
4. Life Insurance | New York. By W. H. Price. Pp. 95. 7 
Volume XI, 1910 
1. Twenty-second A \ Papers and Discussions on History of the Asso- 
ciation; Ot 1 Economics; Economic Dynamics; Theory of Wages; 
Country | n of Public Service Corporations; Trusts; Taxation. 
Pp. 386. 1.50 
2. ** Handbook of : ition, 1910. Pp. 79. 25 
3. The Child Labor I New Jersey. By A. S. Field. Pp. 229. 1.25 
4. The American Silk y and the Tariff. By F. R. Mason. Pp. 178. 1.00 
HE ECONOMIC BULLETIN 
Published quarter! 1909, and 1910, and containing personal notes, news of 
the economic world nts of special lines of investigation, and a classified and 
annotated bibliogray rrent books and articles on economic subjects. 
Volume _ I. 1908. ber $2.00; each .60 
Volume II, 1909. I $2.00; each .60 


Volume III, 1910. } $2.00; each .60 
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FOURTH SERIES 
Subscriptions by nonmembers, libraries, etc., $5.00 a year. 


Volume I, 1911 


187 


The American Economic Review, ** March, June, September, and December; each, $1.00 


Twenty-third Annual Meeting: 

' Papers and Discussions on the Significance of a Comprehensive System 
of Education; Money and Prices; The Ricardo Centenary ; Accounting; Canals 
and Railways; Population and Immigration; Labor Legislation; Taxation; 
A Definition of Socialism; Competition in the Fur Trade. Pp. 388. 

** Handbook of the Association, 1911. 


Volume II, 1912 


The American Economic Review, March, June, September, and December; each, 
Supplement—Twenty-fourth Annual Meeting: 
Papers and Proceedings. The Economic Utilization of History; Tariff Legis- 
lation; The Federal Budget; Rural Conditions; Selection of Population by 
Migration; The Price Concept; An International Commission on the Cost 
of Living; Industrial Efficiency. Pp. 146. 


Volume III, 1913 


The American Economic Review, March, June, ** September, and ** December; each, 
Supplement —Twenty-fifth Annual Meeting: 
Papers and Proceedings. Population or Prosperity; The Rising Cost of Living 
—Standardizing the Dollar; Banking Reform; Theories of Distribution; 
Farm Management; Governmental Price Regulation. Pp. 155. 
Supplement——Handbook of the Association, 1913. 


Volume IV, 1914 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Twenty-sixth Annual Meeting: 
Papers and Proceedings. The Increasing Governmental Control of Economic 
Life; The Control of Public Utilities; Railroad Rate Making; Syndicalism; 
Trust Decisions and Business. Pp. 211. 

Supplement——Handbook of the Association, 1914. 


Volume V, 1915 


The American Economic Review, March, June, September, and ** December; each, 
Supplement.—Twenty-seventh Annual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the Stock 
Exchanges; Market Distribution; Statistical Work of the United States 
Government; Relation of Education to Industrial Efficiency; The Effect of 
Income and Inheritance Taxes on the Distribution of Wealth; Public Regu- 
lation of Wages. 
Volume VI, 1916 


The American Economic Review, ** March, ** June, September, and ** December; 
each, 
** Supplement.—Twenty-eighth Annual Meeting: 
Papers and Proceedings. The Apportionment of Representatives; Effect of 
the War on Foreign Trade; Budget Making and the Increased Cost of 
Government; Economic Costs of War; Economic Theorizing and Scientific 
Progress; The Réle of Money in Economic Theory; Price Maintenance; 
Investment of Foreign Capital. Pp. 248. 
Supplement—Handbook of the Association, 1916. 


Volume VII, 1917 
The American Economic Review, March, June, September, and December; each, 
Supplement—Twenty-ninth Annual Meeting: 
Papers and Proceedings. The National Point of View in Economics; Landed 
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2 Economic Association 


Property ns of Economic Productivity; Some Social Surveys 

in Iowa Problem and Rural Welfare; The Federal Farm Loan 

Act; St: the Concentration of Wealth; Gold Supply at the Close 

of the W und Taxes in War Finance; Problems of Population 

after the V some Phases of the Minimum Wage. Pp. 275. 
Supplement.—Index t ublications, 1886-1910. 


Volume VIII, 1918 


The American Ecor R v, March, June, September, and ** December; each, 

Supplement.—Thirt Meeting: 
Papers and |] Economic Reconstruction; Federal Taxes upon In- 
come and |] Profits; Land Utilization and Colonization; Federal Valua- 
tion of R rdination of Employment Bureaus; Control of the 
Acquisit Motives in Economic Life; Price-Fixing; Problems 
of Governme ficiency; Economic Alliances and Tariff Adjustments. 
Pp. 317 


Volume IX, 1919 


The American Econc v, ** March, June, September, and December; each, 

** Supplement.—1 t Annual Meeting: 
Papers and | es. Economists in Public Service; Interest on Investment 
a Manuf ring Cost Factor; Control of Marketing Methods and Costs; 
War and y of Capital; War and the Rate of Interest; Index of the 
Cost of I : ing the Initiative of the Workman; A Legal Dismissal 
Wage; Af Var Gold Policies; Foreign Exchange; Stabilizing the Dollar; 
Tenancy of | roperty; Price-Fixing; Economic Theory in an Era of 
Readjust hology and Economics; The Open Door and Colonial 
Policy; R f Committees on Foreign Trade and Purchasing Power of 
Money. P 

** Supplement N eport of the Committee on War Finance, Pp. 142. 

Suppiement No I k of the Association, 1919. 


Volume X, 1920 


The American Ec v, ** March, June, September, and December; each, 

** Supplement.—Thirt 1 Annual Meeting: 
Papers and igs. Excess Profits Taxation; Germany’s Reparation Pay- 
ments; Int | Supervision over Foreign Investments; Results of a 
Balanced | System; Employee’s Representation in Management of 
Industry; | nd Reconstruction; Banking Policy and Prices; Large- 
Scale Market Reports of Committees on Foreign Trade, Co-ordination 
in Taxati Advisory Committee. Pp. 278. 

Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244 


Volume XI, 1921 


The American Ec Review, March, June, September, and December; each, 

Supplement.—Thirty-third Annual Meeting: 
Papers and I 2s. The Railroad Situation; Our Foreign Trade Balance; 
Problems of Bituminous Coal Industry; Traditional Economic Theory; 
Non-Eucli Economics: Federal Taxation of Profits and Income; Teach- 
ing of Ele y Economics. Pp. 194. 

Supplement No. 2.—K n Prize Essays, on What Can a Man Afford? Pp. 118. 


Volume XII, 1922 


The American E Review, March, June, September, and December; each, 
Supplement.—Thirt th Annual Meeting: 
Papers and P ings. Business Cycles; American Trade Unionism; The 
Railroads; W n's Compensation; Federation in Central America; 
Teaching of E y Economics: The Chain Store Grocer; Economics 
and Ethic f 


Supplement No. 2 landbook of the Association, 1922. 


1.50 


18& 
Cans 
ou} 
$1.25 
35 
Th 
1,25 ou 
1.25 
Th 
Su 
1.25 
50 
Tl 
| 
1.25 
2.50 
T 
1.25 
1.00 
1.25 I 
1.25 


Publications of the America Economic Association 189 


Volume XIII, 1923 


The American Economic Review, March, June, September, and December; each, $1.25 
Supplement.—Thirty-fifth Annual Meeting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest and 
Investment; Outlook for Wages and Employment; Overhead Costs; Com- 
mercial Rent and Profits; Labor Turnover; Factors in Wage Determinations; 
Income of Farmers; Large-Scale Production and Merchandising; Marketing 
Farm Products; Bureaus of Business Research. Pp. 293 


Volume XIV, 1924 


The American Economic Review, ** March, ** June, September, and December; each, 

Supplement.—Thirty-sixth Annual Meeting: 
Papers and Proceedings. International Trade and Commercial Policy; Rail- 
road Consolidation; Economic Theory; Transportation; American Foreign 
Trade; Marketing. Pp. 192. 

Supplement No. 2.—Handbook of the Association, 1924. 


Volume XV, 1925 


The American Economic Review, March, June, September, and December; each, 
Supplement.—Thirty-seventh Annual Meeting: 
Papers and Proceedings. The Economics of Advertising; Problems of Eco- 
nomic Theory; Transportation; Marketing; Giant Power; The Teaching of 
Business and Economics; Business Administration; Monetary Stabilization; 
Foreign Service Training; Highway Economics; Psychological Problems of 
Industry. Pp. 165. 
Supplement No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. Pp. 22. 


Volume XVI, 1926 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Economics; 
Consuming Power of Labor and Business Fluctuations; Economic Problems 
Involved in the Payment of International Debts; Economics and Geography; 
Agriculture in our National Policy; Tariff Making; Trade Assocations; 
Theory of Wages; Reducing the Costs of Marketing; Topics in Economic 
History; Railway Problems; Land Economics; Federa! Reserve Policies. 
Pp. 353. 

Supplement No, 2.—Handbook of the Association, 1926. 


Volume XVII, 1927 


The American Economic Review, March, June, September, and December; each, 

** Supplement.—Thirty-ninth Annual Meeting: 
Papers and Proceedings. Economics of Prohibition; Economic History; Use 
of the Quantitative Method in the Study of Economic Theory; Present-Day 
Corporation Problems; American Practices Analogous to Foreign Controls 
over Raw Materials; Marketing; Interest Theory and Price Movements; 
Problem of Effective Public Utility Regulation; Immigration Restriction— 
Economic Results and Prospects; Family Budgets; Motor Transportation in 
the United States, Pp. 218. 

Supplement No. 2.—Report of the Dinner in Honor of Professor John Bates Clark. 
Pp. 18. 


Volume XVIII, 1928 


The American Economic Review, March, June, September, and December; each, 
Supplement.—Fortieth Annual Meeting: 
Papers and Proceedings. Land Economics; Marketing; Present Status and 
Future Prospects of Quantitative Economics; Post-War Fluctuations of Com- 
modity Prices; Relationship between Departments of Economics and Col- 
legiate Schools of Business; Economic History; Simplification of the Federal 
Income Tax; Economic Significance of the Increased Efficiency of American 
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Industry h to the Law of Production and Its Relation to the 

Welfar x arner; Meaning of Valuation; Railroad Valuation 

with S; to the O'Fallon Decision; Interest Rates as Factors in 

the Bus should the Debt Settlements Be Revised; An Examina- 

tion of for Revision of the Debt Settlements. Pp. 305. 
Supplement No f the Association, 1928. 


Volume XIX, 1929 


The American | March, June, September, and December; each, 1.25 

Supplement.—I | Meeting: 
Papers and I lings. Market Shifts, Price Movements, and Employment; 
Some ( on Unemployment Insurance; Marketing; Land Eco- 
nomics, | | Economics; Price Stabilization; London and the Trade 
Cycle; Fed serve Policy and Brokers’ Loans; Central Planning of Pro- 
duction i R 1; International Differences in the Labor Movement; 
Tariff Mak United States; Economic History; Locality Distribution 
of Indu R tion of Electric Light and Power Utilities; An Inductive 
Study of Publ Owned and Operated vs. Privately Owned but Regulated 
Public lation of the Common Carrier; Commercial Motor 
Vehicle Public. Pp. 284. 


Volume XX, 1930 


The American | w, March, June, September, and December; each, 
Supplement.—Fo: Annual Meeting: 
Papers Economic History, Public Works Plan and Unem- 
polyme f Economic Dynamics as Related to Industrial Instability ; 
Chief | ms of Mexico; Reparations Settlement and the Inter- 
national! |; Federal Reserve Board—lIts Problems and Policy; 


Econor Consequences of Mechanization in Agriculture and 


Indust 
Volume XXI, 1931 


The American | view, March, June, September, and December; each, 

Supplement.—F\ Annual Meeting: 
Papers ai gs. Decline of Laissez Faire; Small Loan Business; So- 
cial and |] Aspects of Chain Stores; Russian Economic Situation; 
Trustifi Economic Theory; Persistence of the Merger Movement; 
Program of Federal Farm Board; Social Implications of Restriction of 
Agricul Land Economics and Real Estate; Institutionalism— 
What | What It Hopes to Become; An Approach to Worid Econom- 
ics; inte Industrial Relations—Migration of Enterprise and Policies 
Affecting It; © Wide Depression of 1930; Present Depression—A 
Tentative I Power and Propaganda; Failure of Electric Light and 
Power R 1 Some Proposed Remedies. Pp. 302. 

Supplement No f the Association, 1931. 


Volume XXII, 1932 


The American | view, March, June, September, and December; each, 

Supplement.—Forty 1 Meeting: 
Papers ngs. Private Enterprise in Economic History; Shorter 
Working 1employment ; Quantitative Economics ; Theory of Tech- 
nological Prog | the Dislocation of Employment; Measurement of Pro- 
ductivity ¢ the Displacement of Labor; Stabilization of Business 
and Em; Principle of Planning and the Institution of Laissez Faire; 
Institutional ] - Elasticity of Demand as a Useful Marketing Con- 
cept; Inv ; of | 
Cycle; I nd National Policy of the United States in Latin Amer- 
ica; Recent ¢ n the Character of Bank Liabilities and the Problem of 
Bank Re Bank Failures in the United States; Transportation by Rail 
and Otherv Our Changing Transportation System. Pp. 306. 
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Volume XXIII, 1933 


The American Economic Review, March, June, September, and December; each, $1.25 

Supplement.—Forty-fifth Annual Meeting: 
Papers and Proceedings. Rise of Monopoly in the United States; Record of 
Insurance in the Depression; Some Theoretical Aspects of Unemployment 
Reserves; The Economics of Unemployment Relief; American Economic 
Thought; Formation of Capital: Measurement and Relation to Economic In- 
stability; Size of Business Unit as a Factor in Efficiency of Marketing; Re- 
serve Bank Policy and Economic Planning; Federal Reserve Policy in World 
Monetary Chaos; Tariff Reform: The Case for Bargaining; Speculation in 
Suburban Lands; Real Estate Speculation and the Depression. Pp. 206. 

Supplement No. 2.—Handbook of the Association, 1933. 


Volume XXIV, 1934 


The American Economic Review, March, June, September, and December; each, 

** Supplement.—Forty-sixth Annual Meeting: 
Papers and Proceedings. The History of Recovery; Public Utilities in the 
Depression; Imperfect Competition; Fundamentals of a National Transpor- 
tation Policy; Correlation of Rail and Highway Transportation; Marketing 
under Recovery Legislation; Economics of the Recovery Act; Measurement 
of Unemployment; Controlled Inflation; Banking Act of 1933—An Ap- 
praisal; Some Statistics on the Gold Situation; The Problem of Tax Delin- 
quency ; The Problem of Expanding Governmental Activities ; The Economics 
of Public Works. Pp. 224. 


Volume XXV, 1935 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Forty-seventh Annual Meeting: 
Papers and Proceedings. NRA Examined; Rate-making Problems of TVA; 
New Deal and the Teaching of Economics; Paths of Economic Change; 
Business Enterprise and the Organization of Production; Changes in the 
Character, Structure, and Conditions of Production; International Aspects of 
Problems of Production and Trade; International Movements of Capital; Our 
Commercial Banking System; Aspects of Co-ordination and Finance; Some 
Lessons Drawn from European Experience; Nationalism; Security Regulation 
and Speculation; Monetary Stabilization from an International Point of View; 
Monetary Stabilization from a National Point of View; Decentralization of 
Population and Industry; Co-ordination of State and Local Finance; Relief 
Aspects of the New Deal; Unified Program for the Unemployed. Pp. 240. 


Volume XXVI, 1936 


The American Economic Review, March, June, September, and December; each, 

Supplement.—Forty-eighth Annual Meeting: 
Papers and Proceedings. Some Distinguishing Characteristics of the Current 
Recovery; Price Theories and Market Realities; Notes on Inflexible Prices; 
Effect of the Depression upon Earnings and Prices of Regulated and Non- 
regulated Industries ; Size of Plants in Its Relation to Price Control and Price 
Flexibility; Requisites of Free Competition; Monopolistic Competition and 
Public Policy; Banking Act of 1935; Recent Legislation and the Banking 
Situat‘on; Economic Aspects of an Integrated Social Security Program; 
Capital Formation; Trade Agreements Program and American Agriculture; 
Founding and Early History of the American Economic Association; Devel- 
opments in Economic Theory; Federal Revenue Act of 1935; Reiations 
between Federal, State, and Local Finances; Equalization of Local Govern- 
ment Resources; Adjustment to Instability; Transportation Problems; Fifty 
Years’ Developments in Ideas of Human Nature and Motivation; Inst‘tu- 
tional Economics; Place of Marginal Economics in a Collectivist Sys..m; 
Problem of Prices and Valuation in the Soviet System; Effects of New Deal 
Legislation on Industrial Relations; Report of the Fiftieth Anniversary 

Dinner. Pp. 350. 

Supplement No. 2.—Handbook of the Association, 1936. 
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XXVII, 1937 
June, September, and December; each $1.25 


Supplement 


eis nic Interdependence, Present and Future; 
Changes in International Trade During the 
ies in Commercial Policy; Trade Problem 
Nature of American Public Debts; Limits to 
il, State, and Local; Debt Retirement and the 
Distribution among Holders and Present 
yment Compensation Provisions of the Social 
Relief and Insurance; Economic Problems 
ty Taxes and Reserves; The Situation of Gold 
tld Currencies; Mechanisms and Objectives 
The Adequacy of Existing Currency Mech- 
nstances; Present Situation of Inadequate 
g; Some Economic Implications of Modern 
A Critique of Federal Personnel Poli- 
Social Science Positions; New Oppor- 
tisticians in Federal Employment; Govern- 
ssional Career in Economics; Indicia of Re- 
> Research; Distribution of Purchasing Power 
ist of Power Development; The Possibility 
ystem: Co-ordination of Public and Private 
ntries; Recent Developments in the Theory 
ilation under the Securities Exchange Act; 
ibility of Control. Pp. 333. 


XXVIII, 1938 
June, September, and December; each, 


ficance of Marxian Economics for Present- 
nificance of Marxian Economics for Cur- 


licy; The Rate of Interest; Security Markets 
lation of Price Policy to Fluctuations of 
ry; Rate of Interest; Security’ Regulation; 
Policies; Rate of Consumption; Wage Rates; 
f Consumption; Durable Consumers Goods; 


1.25 

inded, among other purposes, for “the encourage- 

uragement of perfect freedom of economic dis- 

, including public and professional men and most 

ny in America. Membership dues are five dollars 
t reports and publications of the Association. 

pplications for membership, and inquiries to the 
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